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Be Objective... 


In our opinion, investment should be objective. It should have a 
purpose and once the purpose is clearly defined, then securities can be 


selected to accomplish that purpose. 


If you want to gamble, good luck to you, but . . . you should be 


prepared to lose and surprised to win. Go in with your eyes wide open. 


If you want to speculate . . . then take a calculated risk. Know why 
your selected securities should be worth more, calculate how much 
more, and in roughly what period of time. Plan your future action in 
the event that you are right . . . and also in the event that you 


are wrong. 


If you want income . . . design a fund for income. If you want 
long-term growth and are willing to take the risks . . . design a fund 


for long-term growth. 


If you want a balanced fund to take care of contingencies and 
provide a chance for reasonable income and growth ... then design 


your fund that way. 


Plan your investment fund to accomplish your purpose . . . be 


objective in what you do. 


Planning programmes and helping investors be objective is part 


of our job. Perhaps we can help you. 


A. E. Ames & Co. 
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DO YOU KNOW? 


Questions 


1. The details of insurance policies used to fund 
a purchase and sale agreement should always 
be mentioned in the agreement. 


A trust should in all cases be appointed under 
a purchase and sale agreement if insurance 
policies are used to fund the arrangement. 


When insurance is used to fund a purchase 
and sale agreement, the parties thereto should 
insure each other's life and name the life in- 
sured as beneficiary. 


To help your clients obtain full value from their life 
insurance and annuities, our Estate Planning 
Department can provide valuable assistance on 
many questions of insurance planning as related to 
estates and taxation. 


Direct your inquiries to George R. Wallace, C.A., 
Manager of Estate Planning, Confederation Life 
Association, 321 Bloor Street E., Toronto 5. 


(‘onfederation Life 


ASSOCIATION 


Answers 
1. False. It is not necessary to mention particulars of in- 
surance policies, but it is wise to do so. 


. False. It all depends upon the preference of the parties 
to the agreement. 


. False. Although each insures the other's life, the bene- 
ficiary of the policy should be the applicant and owner 
of the contract. 








Will your Executor be 
experiencea—responsible— 


and always available? 


The answer is “yes” if you name National Trust in your Will. 
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BANFF SPRINGS HOTEL 
WELCOMES 


THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS — 





















Pisasin in the Rockies! 
Here is a wonderful, 
colourful welcome for your 
convention. And to make 
it complete, the service 
and hospitality of the 
world-famous Banff Springs 
Hotel. May success attend 
your meetings. 
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Banff, Alberta. 
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IN THIS ISSUE 





J. D. PAWLING (page 103) 


John D. Pawling’s article “Produc- 
tion Planning” deals with a topic of 
key importance to business execu- 
tives in a manufacturing organiza- 
tion: the need to utilize men and ma- 
chines to the fullest extent and main- 
tain a continuous and smooth flow of 
production from the time the raw 
material is ready for processing until 
it becomes a finished product. The 
attainment of such an objective re- 
quires continuous attention through 
the establishment of specific policies 
and procedures as well as determining 
the organization structure for carrying 
them out, and Mr. Pawling covers 
these and other problems, concluding 
with the conviction that “the produc- 
tion contro] department of the future 
may enjoy a status equivalent to that 
of sales or financial management”. 

The author is a director of man- 
agement consulting services with 
Price Waterhouse & Co. Graduating 
from the University of Toronto with 
a Bachelor of Applied Science degree 
in Mechanical Engineering, he later 
received special training in work mea- 
surement, maintenance controls and 
other areas of industrial engineering 
practice. For the past ten years he 
has been engaged in management 
consulting in both Canada and the 
United States and is a member of the 
Association of Professional Engineers 
of Ontario and Quebec. 


S. D. THOM, Q.C. (page 111) 


The art of estate planning has been 
practised for many years although, up 
to the time of the first world war, it 
consisted in little more than drawing 
up a simple will. Before 1913 federal 
taxation of income, estates and gifts 
was non-existent, and it is only in 





92 


recent years that the impact of taxa- 
tion and succession duties has become 
of concern to an increasing number of 
people who have money and want to 
retain it for themselves and _ their 
heirs. In “The Function of a Trust in 
Estate Planning”, Stuart D. Thom, 
Q.C. explains why the use of a trust 
in place of a will has forged to the 
front as one of the most valuable tools 
in all estate planning. 

Mr. Thom, who is a member of the 
Saskatchewan and Ontario Bars, is 
associated with Osler, Hoskin & Har- 
court, Toronto. From 1945 to 1947 
he served with the Department of Na- 
tional Revenue, Taxation Division, as 
legal executive assistant. Three 
months ago he was elected chairman 
of the Board of Governors of the 
Canadian Tax Foundation. 


J. A. BROWN (page 124) 

“In a competitive economy an im- 
portant objective is to reduce costs, 
wherever possible. This large seg- 
ment of industrial costs brought about 
by the handling and moving of ma- 
terial in its many forms provides op- 
portunities for significant cost im- 
provements. Unfortunately, it is an 
area which all too few companies 
have thoroughly explored”, writes 
James A. Brown in “Reducing Ma- 
terial Handling Costs”. Each time 
material is moved, a cost is incurred, 
and the author contends that the ac- 
counting department can make a 
valuable contribution in planning a 
cost reduction program through an 
effective cost collecting and reporting 
system. 

Mr. Brown is a partner of Woods, 
Gordon & Co., and has been a 
management consultant since 1954, 
specializing in plant layout, material 
handling and other manufacturing 
problems. He was formerly head of 
the industrial engineering depart- 
ment of the H. J. Heinz Co. of Can- 


(Continued on page 94) 
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Timecosts money. Human error costs money. 
With a Friden Flexowriter and Friden Com- 
putyper you automate your office, minimize 
human error and increase output without ad- 
ditional labour costs. Tape is punched as an 
automatic by-product of all data, eliminating 
repetitive typing and keeping running rec- 
ords of all information typed. Friden systems 
speed invoicing and keep capital mobile. 
They are installed on a guaranteed savings 
basis—Friden proves to you the economies 
of its system in your business before you 
invest a cent. 


JOSEPH McDOWELL SALES LIMITED 
36 Mobile Drive, Toronto 15, Ont. 
Plymouth 9-4121 











(Continued from page 92) 

ada Limited. He is a member of the 
Association of Professional Engineers 
of Ontario, the American Material 
Handling Society and the American 
Society of Mechanical Engineers and 
has been on local, regional and na- 
tional committees of the latter so- 
ciety. 


J. C. NEWLAND, C.A. (page 130) 


In “Starting a Business and the 
Public Accountant”, John C. New- 
land focuses attention on the kind and 
variety of problems which must be 
met when planning a new business. 
Businessmen today are looking to 
chartered accountants more and more 
for technical advice and assistance, 
and there is ample evidence to show 
that a business, if it is to be success- 
fully carried on, must rely heavily on 
accounting and statistical data to 
establish controls and guide its activi- 


INVENTORY CERTIFICATES 
LIABILITY CERTIFICATES 


$1.00 


Blank, per 50 of either 


Blank, per 100 of either .. $2.00 


Available in English or French 


in blank only 
Postage or Express Collect 


THE CANADIAN INSTITUTE 
OF CHARTERED ACCOUNTANTS 
69 Bloor St. E., Toronto 5, Ont. 








ties. Management services also play a 
part, and Mr. Newland describes 
what the accountant can do to help 
his client so that the time and money 
invested in the new business will re- 
sult in its growth and future develop- 
ment. 

The author is a partner in the Hali- 
fax office of Peat, Marwick, Mitchell 
& Co., and has been associated with 
the firm’s various offices throughout 
Canada for the past 15 years. From 
1950 to 1958 he was a partner in the 
St. John’s, Newfoundland office and 
is a past president of the Institute 
of Chartered Accountants of New- 
foundland. He has been a lecturer in 
accounting at McGill University, Uni- 
versity of Manitoba and Memorial 
University of Newfoundland and 
served on the Provincial Institutes’ 
Committee on Education and Exam- 
inations. He is presently a member of 
the Board of Examiners-in-Chief. 


P. F. OLIPHANT, C.A. (page 133) 


During the past ten years there 
has been a tremendous increase in 
the number of employee pension 
plans which are now an almost essen- 
tial part of business activity. “A sur- 
vey of present Canadian practice in 
pension plan accounting would prob- 
ably show that my conclusions do not 
reflect ‘generally accepted accounting 
principles’” writes Peter F. Oliphant 
in “Accounting for Pension Plans”. 
“I believe my conclusions are sound 
and provide a desirable minimum dis- 
closure of the effect of pension plans 
on a company’s position and the log- 
ical matching of its costs and re- 
venues.” The yearly cost of the pen- 
sion plan should be charged to in- 
come in the same way as salaries and 
wages are applied to administration 
expense or cost of sales, he feels; and 
he outlines some of the more im- 
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portant aspects of pension fund 
amortization and disclosure with 
which the accountant needs to be 
familiar. 

Mr. Oliphant is associated with 
Clarkson, Gordon & Co., Toronto 
and was admitted to membership in 
the Institute of Chartered Account- 
ants of Ontario in 1954. He is a 
graduate of the University of Toronto 
and a part-time lecturer in the R.I.A. 
and C.G.A. courses. 


EDITORIAL (page 101) 


This month’s editorial “The Office 
Today”, by Robert N. A. Kidd, C.A., 
is designed to stimulate thought 
rather than influence opinion and re- 
presents a viewpoint with which some 
of our readers may wish to take issue. 
The author finds that overzealous 
efforts to ensure the happiness and 
content of the work force can result 
in confusion of mind, and he has 
a good word for a past era when, if 
praise was sparing, direction was 
definite. 


Mr. Kidd is a partner in the Mont- 
real office of McDonald, Currie & 
Co., and Cooper Brothers & Co., and 
has been associated with the latter 
firm since 1919. He is a member of 
the Institute of Chartered Account- 
ants of Quebec and for the past sev- 
eral years has been actively associated 
with educational matters relating to 
the profession. He has been chair- 
man of the Board of Examiners-in- 
Chief since 1957. 


Forthcoming Features 
Management Salary Administration 


Sales Forecasting 


Life Insurance in Estate Planning 








WHY LET CREDIT 
LOSSES EAT UP 
HARD-WON PROFITS? 


The risk of bad debts . . . of credit 
losses . . . worries about slow pay- 
ments .. . difficult credit decisions— 


these are problems that many of your 
clients face every day. 

They are unprofitable problems,  be- 
cause they consume valuable manage- 
ment time and energy; they are gen- 
uine worries, because even one credit 
loss today can seriously jeopardize a 
company’s position, 

Canadian Factors’ service can free a 
manufacturer completely from such 
risks. At very low cost, we can give 
some of your clients 100% protection 
against credit losses — full assurance 
of expected profits — complete relief 
from credit decisions and collection 
worries. 


HERE’S HOW OUR SERVICE WORKS: 

@ We buy the client’s accounts re- 
ceivable outright — he receives 
cash as soon as the merchandise 
is shipped. 

@ We guarantee payment 100%— 
once we’ve bought his accounts, 
the credit risk becomes our worry. 

@ We free the client from making 
credit decisions — he’s able to 
devote his full time to the profit- 
making aspects of his business. 

@ We relieve him of the expense 
and trouble of accounts-receivable 
bookkeeping, collection and credit 
departments. 

Perhaps these services could be of 

great help to some of your clients. 

If you'd like to discuss the advantages 

of factoring with them, and you 

want more information for your own 
use, write today for our free booklet: 

“Credit Protection and Receivables 

Financing”. 


CANADIAN 
FACTORS 
CORPORATION 

LIMITED 


423 Mayor Street, Montreal 
Vi 9-8681 
Established in 1931. 
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Processing 
load 


BURROUGHS ELECTRONIC DATA PROCESSING | ( 
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If you are interested in discussing a professional sales career opportunity representing the 
most complete line of data processing equipment available in Canada, write Mr. J. L. Rap- 
mund, General Manager, 752 Bay Street, Toronto 2, Ontario. 
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_ CENTRE IS AT YOUR BECK AND CALL 


Whatever your data processing problem, Burroughs service bureau can help you do it better, faster, more accurately 
and economically. 


Reason: the outstanding performance of Burroughs 205 and E-101 computer systems. Reason: The business acumen 
of experts thoroughly grounded in computer systems applications. These counsellors personally analyze your needs 
in strictest confidence to determine the most effective and economical solution. 


Programs are available for Sales Analysis « Cost Distribution + Inventory Control + Billing 
¢ Accounts Receivable »« Accounts Payable « Expense Analysis « Payroll « Budget Analy- 
sis « Production Control + Order Control + Financial Reports «+ Operations Research 
* Data Reduction « Land Survey Computations + Hospital Statistics » Many applica- 
tions in: Engineering, Statistics, Mathematics and Scientific Fields—and many more. 


The centre’s services may be engaged on a contractual basis for predictable recurring workloads or by the job for 
special peakloads or problems. You may utilize Burroughs skilled operators who have been pledged to confidence or 
man the computer yourself. If you choose, we will train your personnel in computer use and operation. 


The big business computing benefits that you may have considered beyond your reach are ready and waiting for your 


decision. And so is a Burroughs Computer Specialist. Contact your local Burroughs Office. 
Burroughs—TM 


ae Burroughs 


“NEW DIMENSIONS / in electronics and data processing systems” 
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NOTES 


AND COMMENTS 





1960 Conference Program 


The draft program for the 1960 
C.I.C.A. conference, together with 
registration and reservation forms, has 
been mailed to all members, and the 
Annual Conference Committee looks 
forward to a heavy registration within 
the next few weeks before the con- 
ference opens at the Banff Springs 
Hotel on Sunday, September 11. 


C.1L.C.A. Staff Appointment 

Michael G. Bolton has joined the 
staff of the Canadian Institute and 
will have the dual responsibilities of 
assistant secretary-administration, and 
circulation manager of The Canadian 
Chartered Accountant. Mr. Bolton 
comes to the Institute after 13 years 
in a secretarial and administrative ca- 
pacity with the National Coal Board 
in England. During the war he serv- 
ed in the Royal Air Force as a pilot 
and on administrative duties. Mr. 
Bolton is a member of the Institute of 
Personnel Management and the Royal 
Institute of Public Administration. 


Speakers’ Circuit 

The month of June saw four mem- 
bers of the Canadian Institute’s staff 
filling speaking engagements at vari- 
ous provincial Institute conferences. 
R. D. Thomas, executive secretary, 
and Gertrude Mulcahy, research as- 
sociate, took part in a panel discus- 
sion at the Quebec Institute’s meeting 
in Montreal. E. Gordon Kennedy, 
C.1.C.A. public relations officer, ad- 
dressed the Ontario Institute confer- 
ence in Kingston. Renny Englebert, 
editor of The Canadian Chartered Ac- 
countant, spoke in Saint John to the 
New Brunswick Institute, in Sydney 
to the Nova Scotia group, and in St. 
John’s to the Newfoundland meeting. 





Bulletin No. 18 


The Committee on Accounting and 
Auditing Research of the Canadian 
Institute of Chartered Accountants 
has released Bulletin No. 18, entitled 
“Qualifications in the Auditor’s Re- 
port”, and a copy of this bulletin will 
be sent shortly to every member of 
the Institute. The bulletin sets out 
the circumstances under which the 
auditor is prevented from giving an 
opinion without qualification, and the 
procedures recommended under such 
circumstances. The full text of the 
bulletin will be published in the Sep- 
tember issue of this journal. 


B.C. Post-Graduate Course 


A course on “Tax and Estate Plan- 
ning” will be offered in the fall by 
the B.C. Institute in conjunction with 
the Faculty of Commerce and Busi- 
ness Administration of the University 
of British Columbia. Given by R. R. 
Loffmark, M.B.A., C.A., the course, 
consisting of lectures and case studies, 
will comprise 12 classes of two-hours 
each commencing on September 22 
and concluding on December 15. The 
syllabus will include a review of the 
Estate Tax Act in comparison with the 
Dominion Succession Duty Act, the 
meaning of the terms “property pass- 
ing” and “aggregate net value”, debts 
and other amounts deductible in com- 
puting estate taxes, valuations as well 
as selected estate plans. The regis- 
tration fee is $60 a person, and those 
enrolled will be expected to prepare 
assignments for class discussion. 


Atlantic Provinces Conference 

St. John’s, Newfoundland will be 
the location for the Atlantic Provinces 
Regional Conference on August 22 
and 23. The Canadian Institute will 
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be represented at the conference by 
J. A. Wilson, first vice-president, and 
R. D. Thomas, executive secretary. 


American Accountants Honoured 


Two past presidents of the Ameri- 
can Institute of Certified Public Ac- 
countants have recently been singled 
out for merit awards. Maurice H. 
Stans, now director of the U.S. Bud- 
get, has been elected to the Account- 
ing Hall of Fame of Ohio State Uni- 
versity. G. D. Bailey of Detroit is 
the recipient of the 1960 gold medal 
of the American Institute for distin- 
guished service to the profession. Mr. 
Bailey served from 1957 to 1959 as 
chairman of the Special Committee 
on the Report of the Commission on 
Standards of Education and Experi- 
ence for Certified Public Account- 
ants. 


C.1.C.A. Committee Meetings 


The sub-committee of the Commit- 
tee on Accounting and Auditing Re- 
search met on July 5 in Toronto un- 
der the chairmanship of H. I. Ross. 


The Committee on Public Relations, 
under the chairmanship of R. D. Mac- 
kenzie, met in Toronto on July 12. 


Clerical Survey 

Canada leads the U:S. in the intro- 
duction of the shorter work week for 
office staff, according to the results 
of the Annual Clerical Salary Survey 
of the National Office Management 
Association published on July 1. In 
Canada 77% of the reporting compan- 
ies work less than 40 hours, over 48% 
for the Eastern United States, the 
leading American area. The average 
weekly salary rate for clerical em- 
ployees in the U.S. is now $73, an in- 
crease of $3 over the 1959 survey. 
(Canadian figures are not given.) It 
is interesting to note that the overall 
ratio of total workers to office work- 
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One-Motion Selection! 


SELECT-A-FACT 
VERTICAL VISIBLE 


For Hand or Machine Posted 
SALES - CREDIT - PERSON- 
NEL - PRODUCTION - 
STOCK CONTROL - PAYA- 
BLES - RECEIVABLES - or 


any Active Record. Fastest 
Handling yet Devised. 


Phone or Write 
BUSINESS SYSTEMS DEPT. 
HI. 4-6671 


33 Green Belt Drive 
Don Mills, Toronto 


errr Paina 


GFFICE SUPPLIES © PRINTING 
BUSINESS FURNITURE 


TORONTO - HAMILTON “~ 
Systems to Answer Any Record Problem 


In 1950 it was 





ers is now 2.7 to 1. 
4.3 to 1. 


In the News 

K. LeM. Carter, F.C.A. (Ont.), 
was elected president of the Canadian 
Welfare Council at its annual meet- 
ing in Halifax in June. 


CURRENCY EXCHANGE RATES 

The following nominal rates of exchange 
are supplied by The Canadian Bank of 
Commerce, International Department, Head 
Office, Toronto, as at 4 p.m., June 29: 

Australia (pound) 2.20; Belgium (franc) 
.0198; Denmark (kroner) .1425; France 
(franc) .2005; Germany (d. mark) .2358; 
India (rupee) .2070; Italy (lira) .00159; 
Mexico (peso) .0789; Netherlands (guild- 
er) .2605; New Zealand (pound) 2.75%; 


Norway (kroner) .1378; Sweden (kronor) 


.1905; Switzerland (franc) .2278; Union 
of South Africa (pound) 2.76%; sterling 
in Canada, 2.74%-2.75%; sterling in New 
York, 2.80%-2.81; U.S. dollars in Canada, 
2%-1% discount. 
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McDONALD’S CURRENT TAXATION N EW 


Authoritative - Practical - Economical 





Reports of income tax cases with notes of judgments and decisions and a 
commentary prepared by J. G. McDonald, author of CANADIAN INCOME 
TAX and CASES AND MATERIALS ON INCOME TAX, from advance 
reports of the Exchequer Court and the Tax Appeal Board. Published 
weekly and sent by first class mail. 

This is faster reporting than any other publication on the subject and is 
available with the comments of Mr. McDonald, an acknowledged authority on 
the subject. 

Subscription to the end of 1960, $11.25. Annually thereafter, $22.50 
($7.75 to the end of 1960 for subscribers to CANADIAN INCOME TAX. 
Annually thereafter, $15.50). 

Further particulars from: 


1367 Danforth Avenue, Toronto 6, Ontario. 
UTTERWORTH & CO. (CANADA) LIMITED 
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Editorial 


THE OFFICE TODAY 


A NOTED AMERICAN architect recently decried the charmless build- 
ings, homes and surroundings which have been created in the name 
of progress, and not long ago a series of Canadian newspaper articles 
severely criticized the lack of planning which is turning many of our 
cities into a world of plate glass and aluminum. This change is more 
apparent in the business section, as witnessed by the growing num- 
ber of concrete boxes which now adorn the majority of our financial 
centres. One result of this expansion in the provision of office build- 
ings is that many firms who take pride in having spent many years at 
the same address are now faced by pressures to move to new, more 
commodious and more expensive premises. Although the exteriors of 
the modern office buildings lack charm, the interiors are better work- 
ing places because of improvements in lighting, furniture and other 
“frills”, The trend in office furniture has in some respects matched 
that of our automobiles. The old high desks have been cut down 
and one works nearer the floor. Yesterday, seniority and position 
were judged by the size of the desk, the room and the rugs. Today 
the elite work near the windows and the rank and file occupy the 
windowless air-conditioned centre areas. 

However wistful we might be for the charm and elegance of a 
bygone day, it did not appear to furnish the comforts taken for 
granted by the workers in the asphalt jungles of today. The office 
of forty or even thirty years ago would be unbelievably foreign to 
the young people of today. It had none of the features they take 
for granted nor such social benefits as coffee breaks, Blue Cross, un- 
employment pay, a thirty-five hour week and paid vacations. In 
those times there existed a wide gulf between employer and em- 
ployee. The employees were material to be used; they could readily 
be replaced — and they were. A fifty-hour week was not unusual, 
and Saturday was not a day of rest. In those days, employees learned 
to be useful at their jobs and also learned “to get on with” fellow 
employees. This was known as “getting the edges rubbed off”. 
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Today the emphasis is upon change and adaptability, and the 
office worker must have technical and mechanical skills to deal with 
the machines that take up a major portion of the modern office. 
There is no longer time to “rub off the edges”, and modern business 
is faced with the problems of workers who in the jargon of “Manage- 
ment and Morale” have no social skills. There is emphasis upon 
communication and collaboration and human relations. Top manage- 
ment now tries to understand and appreciate the behaviour of the 
people on the lower level. Considerable emphasis is placed upon 
providing information to employees about the economic condition of 
the business. In the past the word of the employer was law, and 
the employees were conditioned to that tradition. Now, times have 
changed and employer-employee relationships call for human diagnosis 
and even psychology. Studies are conducted and articles written on 
“the human effect of mechanization”, “the quantitative measurement 
of human efficiency”, and one end result can be found in a Harvard 
Medical Bulletin which bears the title of “Frightened People”. The 
trend is to less work and more leisure. 

Each era has its compensations. To anyone who was brought 
up in an age when there was little awareness of the problems of 
communication, it seemed a more agreeable time. One did as one was 
told, hard work was taken for granted, and the absence of criticism 
was a high form of praise. One knew where one was going because 
there were clear directions along the way. In those days, a good 
employee was usually a happy one. 

Today, a battery of experts studies the employee’s problems on 
the theory that, provided he is happy, his work will usually be good. 
Maybe old-timers will conclude that the end result is much the same. 











Production Planning 





JOHN D. PAWLING 





Tue Oxrorp Dictionary defines con- 
trol as “means of restraint or check”. 
When applied to an industrial enter- 
prise such a definition may be mis- 
leading, since in that instance the 
word “control” refers rather to the 
methods used to ensure conformity to 
predetermined company objectives 
through established _ procedures. 
Hence it can be seen that rather 
than restraint, control in the indus- 
trial sense implies a directing and ac- 
celerating influence on the organiza- 
tion as a whole. Compared to the 
field of sports, it might be said that 
production control acts in the role of 
a referee rather than that of an active 
player. 

Production control is the directing 
of manufacturing from the time the 
raw material is ready for processing 
until it becomes a finished product. It 
includes control of raw material in- 
ventory, routing, scheduling, dispatch- 
ing and follow-up of the product. It 
is interesting to speculate on the 
reasons for having a production con- 
trol function. 

Some years ago, particularly in the 
metal-working industries, the worker 
performed all the operations on the 
product being manufactured, and 
consequently had the part under his 


108 


control at all times. Today, however, 
his successor specializes on one opera- 
tion in accordance with a written in- 
struction. Frequently, today’s opera- 
tor is completely ignorant of the pre- 
ceding and subsequent operations. 
This division of labour and its result- 
ant movement of component parts 
within the plan have made it essen- 
tial that the movement of materials 
between operations and the comple- 
tion of each operation be so planned 
and recorded in order to achieve the 
fullest utilization of men and ma- 
chines. 


The transfer of skills from worker 
to machine, one of the basic causes 
of the growth of the manufacturing 
industries, has permitted the use of 
semi-skilled or unskilled labour in the 
production of large quantities of fin- 
ished goods comprising, in many in- 
stances, component parts which are 
interchangeable. With this rise in 
output, it has become absolutely 
necessary that procedures be estab- 
lished to control and coordinate the 
production processes. 


Production control has also made 
possible at least a partial solution to 
one of the more serious problems that 
have evolved from the modern indus- 
trial system. Because of the division 
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of labour and the transfer of skills 
from worker to machine, the worker 
tends to lose interest in his particular 
job with the result that quality and 
level of output suffer. Management, 
in an effort to increase job interest, 
has developed various types of wage 
payment plans based on the principle 
that output above an established level 
should be rewarded with additional 
earnings. Production control has made 
such payment plans possible, since 
without production control there 
would be no method of ensuring a 
steady flow of work to the various 
machines. This is an obvious essen- 
tial if the worker is to be offered the 
opportunity to increase his earnings 
through increased output. 


Control within the Organization 

In order to maintain a continuous 
and smooth flow of production 
through its various phases, it is essen- 
tial that the efforts of all departments 
be coordinated in some way. The 
activities of the sales, engineering, 
purchasing and manufacturing de- 
partments must be tied in together 
in order to minimize costs by ensur- 
ing the efficient utilization of labour 
and holding down of investment in 
finished goods, work in process and 
raw materials. The need for coordina- 
tion has even greater implications. 
The over-purchasing of raw materials 
does require additional capital, but it 
may have the further serious effect 
of increasing material handling costs 
by taxing warehouse and handling 
facilities beyond normal designed 
capacity. Similarly, failure of the 
sales department to anticipate de- 
mand correctly may result in a short- 
age of raw materials, causing a pos- 
sible loss of sales and an increase in 
manufacturing costs through low ma- 
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chine utilization and consequent poor 
utilization of labour. 

Usually the coordination and in- 
tegration of the activities of all de- 
partments in a manufacturing organ- 
ization are most effectively achieved 
by establishing a production control 
department, or a planning and control 
department, as it is sometimes called. 
The production control department is 
a staff department but differs from 
the usual staff concept of merely 
offering advice to the line organiza- 
tion, in that within the limits of 
authority delegated to it, it is charged 
with the responsibility of making de- 
cisions and of giving the necessary 
instructions to ensure that these de- 
cisions are properly carried out. Since 
production control in its staff capacity 
serves the organization as a whole, 
it would seem logical that the depart- 
ment be responsible to a general 
executive, in order that its decisions 
not be subject to undue influence by 
any of the departments which it 
serves, 

While the production manager is 
not responsible for control failures 
outside the scope of his department, 
such failures will be of vital concern 
to him since they can seriously 
jeopardize the planning function of 
his department. For example, he will 
be deeply concerned with the policies 
and activities of the plant mainten- 
ance department because equipment 
in a state of disrepair, which is ser- 
viced only after failure has occurred, 
can manifest itself in a low rate of 
output or an excessive rate of re- 
jections. On the other hand, should 
the maintenance department have a 
policy of removing production equip- 
ment from the line on a scheduled 
basis in order to prevent premature 
failure, it is essential that the pro- 
duction department be made aware of 
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overhaul schedules, and be permitted 
to suggest changes in those instances 
where the maintenance program in- 
terferes with production. 

Generally the production control 
department will include the following 
four functions: routing, scheduling, 
dispatching and follow-up. Routing, 
usually carried out by a methods en- 
gineer, is the establishment of the 
sequence to be used in the manu- 
facture of the product, and includes 
the determination of the class of ma- 
chine, and the grade of personnel to 
be used. Scheduling is the determina- 
tion of when the work is to be per- 
formed and includes the establish- 
ment of priorities for work to be car- 
ried out in the plant. Dispatching 
covers the assignment of work, ac- 
cording to the already determined 
schedule. to departments, machines or 
operators. Follow-up is, as the name 
implies. merely a procedure to ensure 
that work in the plant is carried out 
according to plan and that the pre- 
determined schedule of production is 
met. 


Production Forecasting 
In order to plan and control pro- 
duction effectively, management must 
know approximately what output will 
be needed to meet sales requirements 
during a future time period. Produc- 
tion forecasting or planning, there- 
fore, may be said to begin in the sales 
department with the sales forecast. 
If manufacturing is to customers’ 
orders, as is most frequently the case 
in the heavy machinery and aircraft 
industries. forecasts are required for 
overall planning in the determination 
of financial, equipment and man- 
power needs. Such forecasts may be 
expressed in general terms, such as 
man-hours, sales units or sales dollars. 
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These forecasts do not contribute di- 
rectly to the activities of the produc- 
tion control department, nor are they 
of any great use, since in such indus- 
tries the planning and control of pro- 
duction cannot begin until after re- 
ceipt of specific customer orders. 

In those industries, however, in 
which goods are manufactured for 
stock, the sales forecast is very close- 
ly related to the planning of produc- 
tion. Because products are manu- 
factured prior to the actual sale, an 
underestimation of demand can cause 
shortages and loss of sales. Equally 
serious, an overestimation can result 
in overstocking. Companies manu- 
facturing a wide variety of small 
items for stock often find it impractic- 
able to attempt to forecast a demand 
for each item and, as an alternative, 
resort to general economic forecasts 
for the particular industry as guides 
in controlling the level of finished 
goods inventory. Specific inventory 
limits are set by establishing dollar 
limits to the investment in each gen- 
eral class of product. By converting 
such dollar limits into terms of phys- 
ical units, production control is then 
able to project raw materials and 
purchase parts requirements and to 
establish the production schedule 
necessary to satisfy the anticipated 
demand. 


Control over Equipment 

One of the main responsibilities 
of production contro] is to ensure 
that the optimum level of equipment 
utilization is achieved. The penalties 
for failing to do so are obvious. Over- 
loading, or assigning more work than 


‘a machine or department is physically 


able to handle, can have serious con- 
sequences: loss of sales, increased 
work-in-process inventories, increased 
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material handling costs as efficient 
layout is sacrified, and increased 
perishable tool costs as the shop 
“policy” becomes “get the work out 
at all costs”. A less obvious conse- 
quence is the adverse effect on the 
life of the equipment and the higher 
maintenance costs that will eventually 
be incurred since, during periods of 
over-assignment, equipment is fre- 
quently run at speeds or loads con- 
siderably beyond the designed capac- 
ity. Under-assigning, on the other 
hand, can have equally serious conse- 
quences: loss of sales, increased direct 
labour costs due to the unavailability 
of work, and increased manufacturing 
costs due to unabsorbed overhead 
charges. 


The rate of production has a great 
bearing not only on the type of equip- 
ment to be used but also on the num- 
ber and type of jig fixtures and cut- 
ting tools which may be required. 
After the development of a product 
has reached a stage where its basic 
design has been approved, the ma- 
terials have been decided on, and the 
rate and volume of output have been 
established, it becomes the respon- 
sibility of the production or methods 
engineers to establish detailed pro- 
cess-sheets for all components, sub- 
assemblies and final assemblies. Pro- 
cess-sheets generally should include, 
in addition to the part name and 
number, the following operating in- 
formation: class of equipment, type, 
and size; the type and number of any 
additional jigs or fixtures; and the 
time required to set up and run the 
equipment for a given output. This 
latter data along with the recom- 
mended machine speed is usually 
supplied by the industrial engineer- 
ing or standards department, and 
should be expressed in such a manner 
that the production planners will ex- 
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perience no difficulty in distinguish- 
ing the time required to set-up the 
machine from that required to pro- 
duce a given quantity of output. Pro- 
cess-sheets are useful not only to the 
production planner but also to the 
plant layout engineer. They assist 
the latter in determining the most 
economic layout of the equipment in 
order to minimize the distance travel- 
led by work-in-process. 


From the operations sheets the time 
required to produce the necessary 
production volume can be calculated 
and the machine load for the product 
in question determined. Unless 
modified, however, several factors 
combine to prevent these calculated 
machine loads from being exact and 
accurate. One factor is the scrap lost 
in process. In the case of a new pro- 
duct this factor can only be estimated 
in the light of past experience on 
similar products. Another factor is 
the variability in worker output. 
Where labour standards exist, data on 
labour efficiency, i.e. a comparison of 
actual output with that required by 
standard, is readily available and is 
usually supplied to production control 
as a matter of course. It is interesting 
to note that companies with success- 
ful incentive programs make a prac- 
tice, when loading equipment, of 
using a labour efficiency sometimes as 
much as 25% in excess of standard. 
When standards are not available, 
historical data provides an alternate 
basis for machine loading since it re- 
flects what is actually happening. 
Hence, to achieve good loading, 
either standards adjusted by an effi- 
ciency factor, or historical standards, 
properly developed, should be used. 
A third factor is equipment down- 
time due to such causes as machine 
breakdowns, lack of material, person- 
al time away from the machine, and 
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tool shortages. Frequently the magni- 
tude of such down-time can be deter- 
mined through various operating re- 
ports, particularly among companies 
using labour standards. When such 
data is not available through the 
normal reporting system, it can be ob- 
tained through the use of a tech- 
nique known s_sstatistical work 
sampling. 


Statistical Work Sampling 


Statistical work sampling, or “ratio 
delay” as it was once called, is a tech- 
nique worthy of some further ex- 
planation. In recent years it has been 
used extensively by some companies 
in the improvement of equipment 
utilization. It is an industrial engi- 
neering technique in which the prin- 
ciple of statistical sampling is used, 
and it permits management to obtain 
utilization data with any degree of 
accuracy desired and at a fraction of 
the cost of direct time-study. In com- 
panies using historical data as a basis 
for machine loading, planners are 
generally put in the position of hav- 
ing to estimate the effect of down- 
time on machine utilization, a difficult 
task when one considers the number 
of variable factors affecting such 
down-time. In such instances, statist- 
ical work-sampling studies, carried 
out by the industrial engineering sec- 
tion, should be considered as a valu- 
able adjunct to the work of the pro- 
duction contro] department. 


Practical men are often inclined to 
object that machine loading involves 
too much clerical work, and _ that 
solutions to problems can be arrived 
at more easily by rule-of-thumb meth- 
ods. Perhaps what they really object 
to is the degree of refinement to 
which machine loading is carried. 
There is no general rule as to the 
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extent to which a company should 
carry the machine-loading aspect of 
its planning. Frequently, particularly 
in the case of functional plant layout, 
that is one in which like equipment is 
grouped as a department, it is neces- 
sary only to load by departments, 
with the responsibility of individual 
loading being left up to the depart- 
mental supervisors. In the case of the 
job-shop, or those companies in which 
manufacturing departments include a 
variety of machines, the policy of 
scheduling work only to the depart- 
mental level, may be modified and in- 
dividual loadings determined for 
those specialized machines which 
limit the overall capacity of the de- 
partment. In deciding the most prac- 
tical machine-loading policy, manage- 
ment must consider the type of manu- 
facturing in which the company is en- 
gaged, the extent to which bottle- 
necks may be created by certain types 
of equipment, and the desirability of 
having supervisors concerned with 
detailed loading and scheduling prob- 
lems. 


Controlling Materials 

Materials, of the right kinds and in 
the correct amounts, must be avail- 
able at the point of use when they 
are needed. It is the responsibility of 
the material control group to coordin- 
ate the movement of materials with 
planned production schedules. In 
line production, as typified by the 
automobile or appliance industry, the 
need for such coordination is impera- 
tive since the line is set up to produce 
at a definite rate to meet a predeter- 
mined forecast or budget of sales. Be- 


-cause this means a steady output 


emerging as finished goods, it is es- 
sential that there be a uniform feed- 
ing-in of materials along the line. It is 
not sufficient to have 49 components 
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available if the 50th one is missing; 
for even though it is only a washer or 
a bolt, the shut-down of the entire 
line, or at least a costly delay, may 
result. 

Basically, there are two methods of 
material control. The first is buying 
and manufacturing material in ac- 
cordance with a predetermined 
master schedule, and the second is 
buying for stock in anticipation of 
future usage, replenishment points 
being established by means of a pre- 
determined minimum. This latter 
method is referred to as minimum- 
maximum method of inventory con- 
trol, and is useful in the job-lot shop, 
warehousing and controlling service 
parts. In the majority of manufactur- 
ing plants, such an approach has been 
discarded in favour of controlling by 
requirements, that is, buying for pro- 
duction needs only. Under such an 
approach, materials are issued and ac- 
counted for by means of standard 
bills of material. 

Obviously, in order to schedule cor- 
rectly the delivery of raw materials 
and purchased parts, an accurate de- 
termination of the quantities needed 
must be made. The master produc- 
tion schedule forms the basis for such 
determination, and from it the sched- 
ule of finished units for the month is 
decided by the number of working 
days for the month in order to deter- 
mine daily requirements. In addition, 
one must also consider the usage per 
unit, or number of pieces of each item 
in the finished assembly. Since such 
calculations require the use of stand- 
ard bills of material prepared by the 
product engineering group, it be- 
comes apparent that in the case of 
new products, or modifications to 
existing products, no materials or pur- 
chased parts should be ordered until 
the product has been fully engineer- 
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ed. All too frequently, production 
control will place an order for de- 
livery, only to learn, much to their 
consternation, that an engineering 
change has already been made. Un- 
fortunately, the striving for design 
perfection, with little regard for the 
effect on production, is a shortcoming 
of many engineers. 


Once quantities needed have been 
determined, it is the function of the 
purchasing department to locate ven- 
dors who can guarantee a steady flow 
of the items required. Frequently, 
when selecting a vendor, the ability 
to meet delivery schedules is as im- 
portant a consideration as price. In 
fact, many large manufacturers re- 
gard the ability to meet schedules as 
being so important that field men are 
often sent to inspect the production 
facilities of a prospective supplier. 
Some purchasing agents spread orders 
for a particular item among several 
suppliers, in order to safeguard 
against poor delivery. But the care- 
ful selection of one supplier would 
appear to be a more desirable alter- 
native. 

In spite of the care taken in placing 
purchase orders, consideration should 
be given to the use of a follow-up 
procedure in order to avoid shortages 
of even the most insignificant part. 
The work of the follow-up clerk in 
controlling raw materials and pur- 
chased parts usually takes the form 
of a constant check of receipts against 
requirements. In the larger organiza- 
tion, purchased items are divided into 
groups, with each group of parts 
being assigned to a follow-up clerk. 
Whether follow-up is the responsi- 
bility of the purchasing department 
or the planning department is not 
important. Generally, where there is 
a centralized purchasing department 
with decentralized planning depart- 
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ments in each of a number of plants, 
the material follow-up function 
should be performed by the planning 
departments. Good control exists only 
when potential material shortages are 
recognized and action is taken before 
the shortage develops or, in any 
event, becomes serious. 

The method used to store materials 
and the location of the stores will de- 
pend largely on the type of industry. 
In the case of the job-shop, the com- 
mon practice is to maintain central 
stores and to issue material only as it 
is required, and for a specific job. 
The authority for the issuing of ma- 
terial is a written material requisition, 
signed by a department head. In a 
line-production plant or high-volume 
plant with a functional layout, cen- 
tral stores are less common, and ma- 
terials are more usually stored either 
on the line or as close to the line as 
is possible. Such an arrangement 
substantially reduces material han- 
dling costs and eliminates the need 
for material requisitions. Certain 
parts, particularly those subject to 
damage, or pilferage, should be kept 
in enclosed storage cribs and issued 
periodically directly to the produc- 
tion worker. 


Mechanization 


The use of mechanical tabulating 
equipment for data processing is 
common in areas such as payroll, 
sales analysis, accounting and cost 
analysis. Many companies with avail- 
able running time on_ tabulating 
equipment have, however, overlooked 
the possibilities of using such equip- 
ment for production control. 


Tabulating equipment can be most 


useful in those companies manufac- 
turing standard but very complex pro- 
ducts. It is perhaps less well-suited 





109 


to job-lot manufacturing or to the 
manufacture of complex products 
which are not reordered. 


For the successful application of 
tabulating equipment to production 
control, there are several factors to 
be considered, and the fact that a 
company may have tabulating equip- 
ment capacity available is not rea- 
son enough to institute the mechan- 
ization of production control pro- 
cedures. Since the typical production 
control department requires reports 
on shop movements, operations com- 
pleted, and inventory levels of raw 
materials, purchased parts and fin- 
ished goods — that is a steady and 
regular demand for control data — 
tabulating equipment time to satisfy 
these needs cannot be made available 
on a sporadic basis. 


It is usually uneconomical to use 
mechanized methods on approximate 
data, since the direct costs of mech- 
anized production control are often 
likely to be higher than for manual 
methods. This is perhaps the reason 
why some companies do not use tabu- 
lating equipment to control produc- 
tion but employ it in the maintenance 
of stock records and in processing 
material requisitions. While no extra 
data is required, for mechanized pro- 
duction control there must be master 
bills of materials, complete in every 
detail, as well as operations or route 
sheets for every component used in 
assembly or manufactured from raw 
material. 


Production activities which do not 
occur in a _ repetitive, predictable 
fashion tend to lessen the effective- 
ness of mechanization. Engineering 
changes and the reworking of re- 
jected parts are examples of such 
activities. In addition, the requisition- 
ing of the necessary jigs and fixtures 
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must be done manually, as must the 
assignment of machine times to the 
most urgent orders. 


Future of Production Control 

It is interesting to speculate on the 
future of the production control func- 
tions. Undoubtedly the transition is 
from art to science, although the ap- 
plication of advanced techniques in 
the area of production control and 
planning has been slower than in 
other areas of corporate management. 
Those companies in which operations 
research techniques have been ap- 
plied to determine economic inven- 
tory levels, or economic manufactur- 
ing lot sizes, or to determine optimum 
machine loadings through linear pro- 
gramming, are still few and far be- 
tween. As production control be- 
comes more clearly defined, it is con- 
ceivable that operations research 
specialists may be included as part of 
the planning functions. 


Developments in manufacturing 
methods will also have a marked ef- 
fect on the production planning con- 
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cept. As plants become more highly 
automated and as the flow of produc- 
tion becomes more continuous, the 
lack of flexibility in processes and 
equipment, and the sensitivity of the 
process to changes in demand or 
product design, will require an over- 
all integration of the controlling 
activities and will probably result in 
an enhancement of the role of the 
production control department. 

The prime objective in controlling 
production is to produce what is 
needed, when it is needed, with the 
best possible utilization of manpower 
and machines, and with the least 
amount of material in process. As to 
the most ideal position for the pro- 
duction control department within 
the organization, in order to achieve 
these objectives, no positive statement 
can be made. It will depend entirely 
on the company, its products, sales 
policy and manufacturing process. It 
is reasonable to assume, however, that 
the production control department of 
the future may enjoy a status in the 
company equivalent to that of sales or 
financial management. 


There cannot be many professions which, having started from such 
relatively humble beginnings, have spread and developed in such a remark- 
able way as chartered accountancy. It would be no exaggeration to say that 
the wheels of commerce and industry would very soon grind to a chaotic 
halt if they were denied the services of chartered accountants. Not perhaps 
so much from the purely bookkeeping point of view but particularly from the 
point of view of what I would like to describe as the experienced cunning 
and the intelligent ingenuity of the really successful members of the pro- 


fession. 


—H.R.H. The Duke of Edinburgh to the 





Institute of Chartered Accountants of Scot- 
land, The Accountants Magazine, April 1960. 





OO een nara 


The Function of a Trust 
in Estate Planning 


STUART D. 


THE LAwyER, by training and experi- 
ence, tends to regard a trust as the 
keystone or, perhaps it would be 
better to say, as the foundation of 
estate planning. Although estate plan- 
ning under that name is somewhat of 
a postwar phenomenon in which 
many people of diverse interests and 
experience now participate, as an 
art it is not a new pursuit to the legal 
profession. The accumulation of 
property has always been attended by 
the task of conserving it and passing 
it on to future generations. Until the 
advent of confiscatory legislation, the 
threats and dangers faced by a man 
of property as he pianned his estate 
for the future were such matters as 
the seduction of daughters by penni- 
less adventurers and the extravag- 
ances of dissipated sons. By wills to 
take effect after death, or frequently 
by settlements made during his life- 
time, the property owner could, 
through trustees, keep control over 
the future execution of his instruc- 
tions and enjoyment of his property, 
and protect it against the lurking evils 
of the gigolo, the bottle and the gam- 
bling table. 


Rule Against Perpetuities 
The opportunity to over-zealous 
protection afforded by a trust became 


THOM, Q.C. 


itself an abuse, and the rigours re- 
sulting from the unrestrained trusts 
had to be softened and controlled. 
Two rules found their way into the 
legal picture. The first is called the 
rule against perpetuities, and the 
second, the rule against accumula- 
tions. The rule against perpetuities 
could more properly be called a rule 
against remoteness of vesting. It re- 
quires that property cannot float, so 
to speak, in the hands of a trustee, 
belonging to no one and hence in- 
definitely preserved. It must, to use 
the language of the rule, vest, that is 
to say, become the property of some 
beneficiary to be dealt with as he, she, 
or they may please within the period 
limited by a life or lives in being at 
the creation of the trust and 21 years 
thereafter. 


Early in the century, the astound- 
ing ramifications of the Royal Family 
led to many trusts being created to 
depend upon the death of the de- 
scendants of Queen Victoria living at 
the creation of the trust. Many years 
of protected life for the trust were 
thereby assured. Notwithstanding 
that the rule has been enforced by the 
‘courts for a great many years, cases 
still occur when beneficiaries resort to 
it to bring an end to a trust that 
might run on beyond the allotted 
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time. The faulty trust is usually in- 
advertent, and the draftsman wishing 
to advise a client with strong feelings 
about the future must be careful not 
to go further than the law will allow. 


Rule Against Accumulations 

The second rule with regard to 
accumulations is the one that prevents 
the accumulation of income from a 
fund for more than a stated period. 
In Ontario the rule is codified under 
the name of the Accumulations Act. 
The curious reader who turns up the 
statute to read it for himself should 
be warned that the deceptively simple 
language which he will find there has 
enjoyed the unremitting attention of 
lawyers since it first appeared in 
1800 in England in the statute that 
came to be known as the “Thellusson 
Act”. The reference is to one Peter 
Thellusson who died in 1797 leaving 
a will in which he left the residue 
of his very considerable estate to 
trustees upon trust to accumulate the 
rents and profits during the lives of all 
his sons, grandsons and great-grand- 
sons, living at his death or born in due 
time afterwards, and, on the death of 
the survivor of these generations, to 
divide it among the descendants then 
living of his sons provided they take 
the name of Thellusson. After strenu- 
ous litigation, these limitations were 
held valid. It was calculated that the 
accumulated value of the estate 
would have amounted to about £30 
million, but when the last of the in- 
tervening lives died, it was only a 
comparatively moderate fortune. 


As one author has said, Thellusson 
locked his treasure in a mausoleum 
and flung the key to some remote 
descendant yet unborn, regardless of 
the claims of his wife and children. 
The will, and the resulting litigation, 
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petitions to Parliament, and so forth, 
raised great interest, and strong feel- 
ing was generated against wills or 
trusts of this type. Parliament acted 
very shortly after Thellusson’s death 
and the first Accumulations Act was 
passed in 1800. 


The limitation on the accumulation 
of income most generally applied is 
that it cannot continue for longer 
than 21 years from the death of the 
settlor or testator. After that time, 
even though the capital of the prop- 
erty may not yet be divisible, the in- 
come must be distributed. If the will 
or trust states who should then re- 
ceive the released income, as it is 
called, those instructions take effect. 
Much more frequently the creator of 
a trust fails to appreciate that the 
Accumulations Act might apply, and 
nothing is said about the disposition 
of the released income. In that case 
the usual rule is that such income 
will be enjoyed by the persons who 
would have taken the property of 
the testator as on an intestacy, and 
it can very well be that these are not 
the persons whom the testator would 
have desired to benefit had the point 
been in his mind. 


Beware of Traps 

It is possible to establish trusts of 
property that do not run foul of the 
rules against perpetuities or accumu- 
lations, but it is frighteningly easy to 
fall into the many traps they offer. 
Both are salutory restraints upon the 
egotism, arrogance, cruelty or acquisi- 
tiveness of settlors, but both have 
been the unintended cause of many 
hard-fought legal battles tending to 
the confusion of the law and the en- 
richment of lawyers. 

The remark that must follow im- 
mediately is that lawyers do not draw 
trusts and wills with a view to their 
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litigious potential. In fact, almost un- 
reservedly the contrary is the inten- 
tion. The seeds of trouble lie, in 
part, in the infinite variety of disposi- 
tions insisted upon by settlors result- 
ing in the necessity of devising novel 
terms and clauses and, in part, in the 
intractable character of language and 
the English language in particular. 


These remarks on two rather spe- 
cial rules affecting trusts may seem 
to be getting a bit far afield, but they 
do point up a moral for the estate 
planner. The golden rule is to follow 
established patterns and keep away 
from complicated innovations. It may 
be tempting to be the author of a 
scheme of dazzling ingenuity, but it 
can lead to trouble. It is worth carry- 
ing in mind the words of a notable 
legal practitioner in Ontario. It is re- 
ported that a diffuse and cloudily 
worded will had given rise to ques- 
tions of interpretation with quarrel- 
ling among the beneficiaries and 
much talk on the part of legal coun- 
sel. From this there finally emerged 
the possibility of a settlement which 
would spell the end of many hours 
of argument in the courts. Counsel 
was heard to express his concern at 
the untimely conclusion of the matter, 
with the result that “the estate would 
be left to be frittered away among 
the beneficiaries”. 


Nature of Trusts 

A trust is essentially a three-party 
arrangement. It hardly needs to be 
said that the first party is the owner 
of the property whose plans with re- 
gard to its future use and enjoyment 
are the occasion for the exercise. As 
the maker of a will, he is known as 
the testator; as the creator of a trust 
in his lifetime, as a settlor. The 
testator or settlor must necessarily be 


of a competent mind and aware of 
what he is about, but otherwise there 
are no special requirements or restric- 
tions. Age, sex and status are not 
factors that the courts will consider 
in interpreting and enforcing a trust 
in the common-law provinces of Can- 
ada. 


Although it may be fair to say that 
many of the generalizations in the 
foregoing paragraphs have as much 
validity in the Province of Quebec as 
they may have in the common law 
provinces, this article should not be 
accepted as in any way authoritative 
on the law of trusts in that province. 
Even if the writer were competent to 
undertake a comparison between the 
law of Quebec and Ontario, limits of 
space would make the effort unfeas- 
ible. A useful reference is to the 
comments of the late Mr. Fabio 
Monet speaking as chairman of the 
Income Tax Appeal Board in the 
case reported as No. 199 v. MNR 
[1954] D.T.C. 488, 11 T.A.B.C. 353. 
Mr. Monet was an able lawyer whose 
experience brought him in touch with 
the laws of all parts of Canada. The 
gist of his remarks in the case above 
referred to was that the common law 
of trusts was not innate in the law of 
Quebec but that a trust created under 
Quebec law was not essentially differ- 
ent from a trust created under com- 
mon law. The application of special 
rules, however, such as with regard to 
perpetuities and accumulations to 
Quebec trusts is a matter about which 
only a Quebec practitioner is qualified 
to speak. 


Role of the Trustee 

The next party to consider is the 
trustee, the trusted receiver of the 
property to carry out the settlor’s 
wishes. A settlor may settle property 
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on himself as the trustee, but in prac- 
tice it is not desirable to do so be- 
cause of the likelihood of the one per- 
son becoming confused as to the role 
he is playing from time to time and 
thereby upsetting his plans. Trouble 
could easily arise, for instance, in a 
case where the settlor made himself 
trustee of property for the benefit of 
his family with the intention of mov- 
ing the property out of his estate so 
as to escape death duties. Unless he 
took great care, he might quite in- 
advertently give the tax officials an 
opportunity to say that he was using 
the trust property for his own pur- 
poses in such a way as to have re- 
tained an actual interest therein, thus 
nullifying his plans to save tax. 


Prior to the arrival of the incorpor- 
ated trustee on the scene, trustees 
were individuals — sometimes rela- 
tives and acquaintances, and in many 
cases lawyers and accountants — who 
had given special attention to the 
problems and duties of a trustee. To- 
day the corporate trustee actively 
solicits the business of trusteeships, 
and probably the majority of trusts 
are held by a trust company as at 
least one of the trustees. Lawyers cer- 
tainly function as professional trustees 
to a lesser and lesser extent. 


There remains, however, a very real 
and important place for the individual 
trustee as a person whose sagacity 
and unselfish interest in the welfare 
of the beneficiaries has the confi- 
dence of the settlor. These qualities, 
rather than professional knowledge of 
law, accounting or trust administra- 
tion, are the factors which justify the 
appointment of an individual as a 
trustee. The special skills of the 


lawyer, accountant, investment coun- 
sel, appraiser and business analyst, 
can be engaged on a fee basis when 
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required, and every well-drawn trust 
instrument should make provision for 
so doing. Moreover, the professional 
trustee, whether lawyer or trust com- 
pany, is an anomaly that offends the 
cardinal rule that the trustee should 
not make a profit out of his trust. In 
the theory of the law, the trustee’s fee 
is a reward conferred by the courts 
or by consent of the beneficiaries for 
services well and faithfully rendered, 
and is not a remuneration or salary. 

An astute and conscientious indi- 
vidual with well-rounded experience 
in life and business is the ideal 
trustee. This paragon frequently can 
be attracted, not so much by the in- 
ducement of money, but by the 
promise of being relieved from the 
burden of keeping accounts, prepar- 
ing and filing tax returns, and all the 
detail of looking after property. These 
are matters which can be looked after 
satisfactorily by a trust company with 
its specialized and well-trained staff. 
The modern trusteeship is ideally a 
team, just as estate planning in its 
various aspects requires the coopera- 
tion of a number of individuals with 
special qualities. 


Role of the Beneficiary 

The third party to the trust is the 
beneficiary. The trustee may also be a 
beneficiary and frequently is when a 
wife or adult child is one of the 
group of beneficiaries. Many settlors 
consider it important that the objects 
of their benefactions should take some 
direct personal interest in the affairs 
of the trust, but obviously personal- 
ities play a dominating part in this 
aspect of a trust. As a general com- 
ment, it can be said that the trustee 
Should not be a beneficiary unless 
there are other trustees. A sole 
trustee for himself and others can all 








too easily become confused as to the 
claim of duty and self-interest, and 
should not be exposed to such a risk. 

With regard to the form of the trust 
instrument, the format and language 
customarily employed have been de- 
veloped over the years. Lawyers who 
have devoted their lifetime to the 
study of the art have evolved a styl- 
ized jargon that laymen find forbid- 
ding and are inclined to regard as in- 
comprehensible. Nevertheless, the 
purpose and the scheme of any trust 
can be expressed in laymen’s words 
and terms for the purpose of indicat- 
ing their general outline. In fact, it 
should be so expressed before the 
draftsman sets to work. Otherwise 
there is a possibility that the settlor’s 
intentions may not prevail. Although 
it verges on heresy to say so, the care- 
ful settlor should insist that the final 
draft of the trust instrument to which 
he is a party is read and understood 
by him before he signs it. There are 
all too many cases where the lawyer 
has been lost in his own thicket of 
words and has not been forced to find 
his way out. It cannot be overempha- 
sized, however, that the drafting of a 
trust instrument is an art, and the 
stilted language that dismays the 
settlor has its own justification. 

The fee paid to a competent prac- 
titioner in the field of trust law is 
the best insurance possible against 
trouble. It may be observed that all 
lawyers are not proficient draftsmen 
of trusts and wills. 


Functions of Trust 


The purpose of a trust in the con- 
text of estate planning is primarily a 
means of disposing of property when 
something more complicated than an 
immediate out-and-out gift is intend- 
ed. Marriage settlements, dower for a 
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daughter, advancements for a son, 
funds or accumulations for children 
and grandchildren, charitable disposi- 
tions, and so on, come to mind. These 
are the historic functions of a trust, 
but with modern taxation, it has be- 
come useful for a variety of other 
purposes. In the early period of in- 
come taxation, the trust was used to 
relieve the burden of the tax on the 
settlor. Under any scheme of taxation 
employing progressive rates, it was 
obviously less costly to have lower 
rates imposed on several individuals 
than to have one high rate on the one 
person. The settlor would, therefore, 
settle some of his property on vari- 
ous members of his family, but with- 
out necessarily separating it complete- 
ly from the original fund, with the 
intention that the income would be 
taxed in part to each of the bene- 
ficiaries. This particular function of a 
trust has, however, substantially been 
nullified by the provisions now to be 
found in the tax Acts regarding the 
division of income by the use of trusts 
among members of the family for the 
purpose of reducing taxation. Sec- 
tions 20 and 21 of the Canadian Act 
come to mind in this regard. 


Trusts and Death Duties 

A further function of a trust is to 
reduce and avoid the payment of 
death duties. The chief statutory re- 
quirement to be observed is that the 
settlor should not retain for himself 
any interest whatsoever in the proper- 
ties disposed of to the trust. If this is 
effectively accomplished, there will 
be complete exemption from provin- 
cial succession duties after a period 
of five years from the date of the 
gift, and from federal estate tax after 
three years from the disposition of the 
property. With respect to the estate 
tax, the reduction in the amount pay- 
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able is absolute. That is to say, the 
property is either included in the 
estate or it is not and, if it is not in- 
cluded in the estate, it is not taxable. 


With regard to succession duties 
which prevail in Ontario and Quebec, 
the saving can be absolute in the 
same sense and a relative saving is 
also possible. The tax saving will be 
absolute to the extent that the prop- 
erty has passed out of the estate of 
the settlor by the time of his death, 
and will be relative in that a capital 
sum can be divided by the trust into 
income and a remainder, the former 
to be taxed in the hands of one bene- 
ficiary and the other part in the hands 
of another beneficiary. The usual ar- 
rangement is that the widow will 
enjoy the benefit of the income, and 
the capital of the estate will pass to 
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the children. Having regard to the 
progressive tax rates under the pro- 
vincial statutes, there is some saving 
in the marginal rates applied to the 
separate amounts. No such relative 
saving of estate tax is possible. 


Each of the separate functions of 
a trust is called for when, for one 
reason or another, the donor of prop- 
erty, acting in his lifetime or by will 
to take effect on death, does not wish 
to give the property outright and im- 
mediately to the object of his bounty. 
The beneficiary may be an infant. 
may be incompetent, unstable, intem- 
perate, or not yet ascertained, or may 
be a widow with a glint in her eye. 
The reasons and possibilities are 
endless. The motives, whatever they 
may be, will determine the terms of 
the trust and the tvpe of trustees. 


The Office Executive 


Most men in charge of offices 40 years ago were not executives as we 
think of that position today. They made few important decisions. Clerical 
work was their main concern, and that was ground out by whatever 
primitive methods had been inherited from the past. 

Today the office has ceased to be the passive “keeper of records”; it has 
become a dynamic force, a nerve centre within the modern firm. 


The office executive has had delegated to him most of the prerogatives 


of management in making decisions concerning automated office procedures. 
He may require formal approval from his president, but the president has 
learned to trust the knowledge and judgment of the office executive and will 
normally follow his recommendations. 

Office managers contribute to many of management’s weightiest de- 
cisions. They help analyze markets, present and future; they speed up and 
streamline customer service; they help investigate the economics of possible 
new plants and products; they analyze the efficiency of operations; they 
provide an objective evaluation of people; they give us data and methods for 
controlling costs; and from time to time they prod the corporate social 
conscience. 


—H. H. Lank, president, Du Pont of Canada 
Ltd. to the National Office Management 
Association, Montreal, May 23, 1960. 











Canadian and U.S. Standards 


of Accountancy Education 


CLIFFORD L. TURNER 


SEVERAL vears ago a committee of 
practitioners and educators studied 
the requirements for the certified 
public accountant’s certificate in the 
United States. This Commission on 
Standards of Education and Exper- 
ience for Certified Public Accountants 
made various long-term recommenda- 
tions.: Recently a special committee 
of the Institute studied the recom- 
mendations in the Commission’s re- 
port, reported to the council of the 
Institute, and certain resolutions on 
education and experience for certified 
public accountants were adopted by 
Council.? These resolutions took ex- 
ception to some of the long-term re- 
commendations of the Commission. 


Because of the general interest in 
this subject, it might be of value to 
compare the requirements which have 
evolved in neighbouring Canada, or 
more specifically in the Province of 
Ontario, with those presently in effect 
in several of our states and with the 
Commission’s recommendations. The 
author, a New York C.P.A., recently 


spent several months in Toronto work- 
ing with chartered accountants, and 
while there he had an opportunity to 
study some of the educational and 
experience requirements for the char- 
tered accountant’s certificate, to look 
over examination questions, and to 
talk to a number of interested people 
on the subject. 

Before relating the more significant 
aspects of each body’s present set of 
requirements, it might be well to re- 
view briefly the basic organizational 
setup of the profession in the two 
countries and to indicate the general 
practices in each area. 

In the United States the examina- 
tions and requirements are set and 
administered by an agency of the 
state government while in Canada the 
Provincial Institutes of Chartered Ac- 
countants determine the requirements. 

These Provincial Institutes are simi- 
lar to our state societies of C.P.A.’s 
and are not an arm of the govern- 
ment. A uniform examination at the 
intermediate and final level is used 





1 “Standards of Education and Experience 
for Certified Public Accountants”, pub- 
lished for the Commission on Standards 
of Education and Experience for Certi- 
fied Public Accountants by The Bureau 


of Business Research, University of Michi- 
gan, 1956. 

“Resolutions on Education and Experience 
for CPAs,” The Journal of Accountancy, 
June 1959, p. 66. 





Reprinted with permission from The Accounting Review, April 1960. 
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throughout Canada, the same as is 
done throughout the United States. 
Although a C.P.A. does not have to 
belong to either the American In- 
stitute of Certified Public Accountants 
or a state society of C.P.A.’s in order 
to retain his title of certified public 
accountant, a Canadian accountant 
cannot use the designation “chartered 
accountant” unless he is a member of 
one or more of the ten Provincial In- 
stitutes of Chartered Accountants 
which grant the certificate. In fact, 
all C.A.’s are automatically members 
of the Canadian Institute of Char- 
tered Accountants. The national In- 
stitute receives a portion of the fees 
paid by the members to the local 
body. 

For the purposes of this paper, we 
have selected the C.P.A. requirements 
of four states (New York, Illinois, 
California, and Alabama)—one from 
each section of the United States — 
to compare with the Ontario C.A. 
requirements. The significant require- 
ments of these five jurisdictions as 
well as the long-term recommenda- 
tions of the Commission on Standards 
of Education and Experience for 
C.P.A.’s are presented in the tabula- 
ted summary. 


Educational Requirements Compared 


Is a college degree necessary? Yes, 
in New York. No, in the other juris- 
dictions, but both Illinois and Cali- 
fornia do require some education at 
the college level. These two states 
and the Province of Ontario recognize 
a college degree by reducing the ex- 
perience requirements for college 
graduates. (Illinois does not require 
any practical experience for the C.P.A. 
certificate, but experience is one of 
the prerequisites for obtaining a 
licence to practice as a public ac- 


countant.) The Commission on Stand- 
ards in its long-term recommenda- 
tions went further than this and sug- 
gested a year of postgraduate accoun- 
ting study in addition to the four 
years of college. 


In Ontario a student must have at 
least a Grade XIII Ontario Depart- 
ment of Education standing or its 
equivalent in eight papers. A United 
States high school graduate is only 
deemed to be equivalent to a Grade 
XII education in Canada and thus 
not eligible to qualify without further 
education. In this respect the mini- 
mum Ontario requirements are higher 
than the requirements of some of the 
states of the United States although 
they are lower than three of our four 
selected states. As mentioned above 
the student must present eight papers, 
three of which are required: English 
literature, English composition, and 
algebra. The optional papers may be 
in any five of the following 22: ac- 
countancy practice, botany, chemistry, 
French authors, French composition, 
geography, geometry, German au- 
thors, German composition, Greek au- 
thors, Greek composition, history, 
Italian authors, Italian composition, 
Latin authors, Latin composition, 
music, physics, Spanish authors, 
Spanish composition, trigonometry 
and statics, and zoology. These are 
the minimum educational require- 
ments. Of course, most college gra- 
duates in the United States would 
have the equivalent of these require- 
ments. The Ontario Institute grants 
students with a university degree cer- 
tain exemptions as to years of prac- 
tical experience required and the 
number of examinations to be taken. 

New York State requires that the 
college degree be received from a 
school accredited by them for this 
purpose. In addition to the degree the 
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applicant must have completed suc- 
cessfully a certain number of semester 
hours in liberal arts (48), accounting 
(24), business law (8), finance (8), 
economics (6), other business sub- 
jects (14), and electives (12), a total 
of 120 semester hours. If the prospec- 
tive C.P.A. does not meet these re- 
quirements, he can attend an accredi- 
ted university to make up his deficien- 
cies. 

Both Illinois and California require 
some college education while Ala- 
bama only requires enough high 
school credits to gain admittance to 
the School of Commerce and Business 
Administration at the University of 
Alabama without examination. At the 
present time Illinois requires, in ad- 
dition to a high school diploma, 30 
semester hours (equivalent to one year 
of full-time study) of credits in the 
study of accounting, business law, 
economics, and finance with at least 
20 of the 30 hours being in accounting 
subjects, while California requires 
that the high school graduate also 
complete a “two-year course of study 
of college grade”. Although Illinois 
only requires 30 semester hours of 
college study now, its educational re- 
quirements are being raised and after 
January 1, 1964, 120 semester hours 
of the same or additional subjects 
will be required of which at least 27 
hours shall be in accounting, auditing 
and business law, provided that not 
more than six of these 27 hours shall 
be in business law. 


Comparison of Courses 

The Canadian boy, in order to 
qualify for the chartered accountant’s 
examination, must complete corres- 
pondence courses offered by the Pro- 
vincial Institute while he is gaining 
his practical experience. No similar re- 
quirement is in effect in the United 
States. It might be pointed out here 


that an accounting firm may not ex- 
ceed a ratio of three students-in-ac- 
counts to each chartered accountant 
in its office or offices. No similar res- 
trictions are in effect in the United 
States. Of course, generally accepted 
auditing standards require that there 
be proper supervision of the audit 
engagement. 


These correspondence courses have 
been established by the Provincial 
Institute to assist students in obtain- 
ing the technical education required 
by a chartered accountant and com- 
plement the practical experience he 
gains in his day-to-day work. There 
are five yearly courses, one for each 
year of experience a Grade XIII can- 
didate must serve. Qualified univer- 
sity graduates have reduced require- 
ments, which will be mentioned later 
under experience requirements. The 
first year course is intended to pre- 
pare the student for the primary 
examinations, the second and third 
year courses for the intermediate ex- 
aminations, and the last two years 
for the final examinations. Each course 
is divided into 26 lessons and must 
be submitted according to schedule 
during a period of 42 weeks. The 
student’s progress is reported to his 
employer. . 


The students pay a fee each year 
for the course of instruction which 
covers the necessary textbooks, a sub- 
scription to The Canadian Chartered 
Accountant, and the marking of les- 
sons by practising chartered account- 
ants. A review of the text material 
for 1958-1959 indicated that several 
books familiar to American account- 
ing students are used starting in the 
third year. At this time they use Fin- 
ney and Miller’s “Principles of Ac- 
counting”, both Intermediate and 
Advanced, as well as Montgomery’s 
“Auditing”. A one-year subscription 
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to The Journal of Accountancy is in- 
cluded in both the fourth and fifth 
years. Also included in the fifth year 
are “Financial Accounting” by May, 
“Introduction to Corporate Account- 
ing Standards” by Paton and Little- 
ton, Accounting Research Bulletin No. 
43, and Codification of Statements on 
Auditing Procedures. 


Experience Requirements Compared 

The practical experience require- 
ments for the prospective C.P.A. or 
C.A. vary between jurisdictions and 
even within the same state or pro- 
vince depending upon the candidate's 
formal education. At the present time, 
all states included in our sample ex- 
cept Illinois require some experience 
before the certificate is awarded, al- 
though California does not require 
any prior to the taking of the ex- 
amination. In Illinois a person can be- 
come a C.P.A. without any practical 
experience, but he cannot obtain a 
licence to practise public accounting 
in his own name until he has had at 
least three years experience on the 
staff of practising C.P.A.’s or practis- 
ing public accountants. This exper- 
ience requirement may be reduced 
to two years if the applicant has 
successfully completed two years of 
study in a college or university. The 
Commission on Standards did not re- 
commend the continuance of the prac- 
tical experience requirements, other 
than a three-month internship pro- 
gram during the year of postgraduate 
study, but the Council of the AICPA 
in its “Resolutions on Education and 
Experience of C.P.A.’s” resolved “that 
an experience requirement be re- 
tained”. 

As indicated previously, the Grade 
XIII student in Ontario must gain 
five years of practical experience with 
a practising chartered accountant. The 
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five years of experience can be re- 
duced if one is a college graduate. 
A graduate of a university approved 
by the Council of the Provincial In- 
stitute or its equivalent is assumed to 
have at least the minimum educa- 
tional requirements outlined above. 
The graduate may compress the first 
and second year courses of study into 
one year and is exempt from one year 
of practical experience. However, he 
must pass the primary examinations. 
In other words, he may reduce his 
experience requirements to four years, 
but he must still take all three levels 
of examinations. An “honours gra- 
duate” may further accelerate his 
studies providing he is successful in 
the primary examinations by the end 
of the combined first and second year 
course. If so successful, he may com- 
plete the third year course and half of 
the fourth year in one year and, pro- 
viding he is successful in his first at- 
tempt at the intermediate examina- 
tions, he may complete the remaining 
half of the fourth year and the fifth 
year course in one year. In effect, this 
reduces his studies and practical ex- 
perience requirements to three years, 
but the examination requirements are 
not reduced. A graduate with a 
Bachelor of Commerce degree (gener- 
ally known as a B.Com.) is exempt 
from taking the first two courses of 
instruction and two years of exper- 
ience. He is also excused from the 
primary and economics examinations. 
The other university graduates are 
exempted from the economics ex- 
amination providing they have had 
adequate courses in economics at the 
university. From this it can be seen 
that the minimum experience is three 


_years, the same as in New York. 


The candidate in New York State 
must obtain three years experience 
before he is eligible to complete tak- 
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ing the C.P.A. examination (account- 
ing theory and business law may be 
taken as soon as the educational re- 
quirements have been fulfilled), 
while in the case of California the 
length of experience required not only 
depends upon the amount of formal 
education but also upon the type of 
practical experience gained by the 
candidate. For example, the candi- 
date who has passed the C.P.A. ex- 
amination may receive the C.P.A. cer- 
tificate upon completion of any one 
of the following: 
1. Three years public accounting ex- 
perience of which two years must 
be with a C.P.A. firm. 


2. Three and one-half years public 
accounting experience of which 
one year must be with a C.P.A. 
firm. 

3. Four years public accounting ex- 
perience. 

4. Private or governmental account- 
ing or auditing work considered 
equivalent to one of the above. 


These experience requirements may 
be reduced by one year if the appli- 
cant has graduated from college with 
thirty or more semester hours of 
credit in accounting, business law, 
economics, and finance, of which at 
least 20 hours must be in accounting. 


Comparison of Examinations 

Here in the United States we use 
the uniform C.P.A. examination which 
takes 19% hours of the candidate’s 
time providing he is successful on 
the first try. The examination is 
broken down into four categories: 
commercial law, accounting theory, 
auditing and accounting practice. In 
New York a candidate may take law 
and theory as soon as he has his 
college degree and has met the edu- 
cational requirements, but he must 
pass both of them at the same time 
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in order to obtain credit toward the 
C.P.A. certificate. Auditing and prac- 
tice cannot be taken until the prac- 
tical experience requirement of three 
years has been met. Here the can- 
didate gets credit for the one he passes 
and he does not have to pass both 
of them at the same sitting. A can- 
didate failing any subject four suc- 
cessive times is not eligible for ad- 
mission to any subject in the two 
succeeding examinations, but he is 
never completely “washed out” be- 
cause of failure. 


The other three states have vary- 
ing requirements for taking the C.P.A. 
examination. As mentioned previous- 
ly, both Illinois and California permit 
the applicant to take the complete 
examination as soon as the educa- 
tional requirements have been met, 
while Alabama permits the taking of 
the complete examination after two 
years of experience. In all three cases 
the applicant need not pass all four 
parts to obtain some credit. For ex- 
ample, in Alabama a candidate who 
passes two subjects or accounting 
practice only need not be re-examined 
in the subjects passed. Both California 
and Illinois have similar provisions in 
their regulations except that they have 
a limit on the time in which the can- 
didate must pass the failed subjects 
before starting anew. The Illinois pro- 
visions also require that two subjects 
be passed and the failing grades not 
be below specified percentages, de- 
pending upon the subjects passed. 


As indicated earlier, the Canadian 
examinations consist of a primary ex- 
amination taken at the end of the first 
year, an intermediate examination 
taken at the completion of the third 
year, and a final examination at the 
end of the fifth year. In addition there 
is an economics examination. Of 
course, the B.Com. graduate has to 
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take only the intermediate and final 
examinations at the end of his first 
and third years of study and exper- 
ience. The Canadian examinations are 
more time-consuming than the Ameri- 
can one. The primary examination 
consists of two parts of accounting 
of three hours each, three hours of 
auditing, and three hours of mer- 
cantile and statute law, a total of 
twelve hours. The intermediate ex- 
amination consists of two parts of 
auditing of four hours each, two parts 
of accounting of four hours each and 
three hours of law, for a total of 19 
hours. The final examination consists 
of three parts each of auditing and 
accounting of four hours each, or a 
total of 24 hours. This, plus two hours 
for economics, makes a grand total of 
57 hours; even a B.Com. graduate in 
Canada must undertake 43 hours of 
examinations. This minimum of 43 
hours compares with our 19% hours. 


In both the primary and _inter- 
mediate examinations the student 
must pass all subjects in order to ob- 
tain credit for passing the examina- 
tion. A student who is unsuccessful 
in two primary examinations or three 
intermediate examinations ceases to 
be a student-in-accounts and is not 
eligible for reinstatement without the 
consent of the Council of the Provin- 
cial Institute, which is understood to 
be difficult to obtain. In the final ex- 
aminations a candidate does not have 
to pass both accounting and auditing 
at the same time provided he passes 
one and obtains two-thirds of a pas- 
sing mark in the other. In this case 
he is given the privilege of rewriting 
the failing paper only at the next 
three succeeding examinations. After 
that, if he has been unsuccessful, he 
must take both parts again. 


A perfunctory review of questions 


used in a recent examination indicates 
that the questions used in the two 
countries are comparable, but it is 
impossible to compare the strictness 
of the grading. The minimum grade 
in Ontario is generally 60 marks out 
of 100 marks in each subject, but in 
the final examination each “paper” 
contains a possible 100 marks (300 
marks for each subject) and the mini- 
mum passing grade is 180 marks in 
each subject. In the United States the 
passing mark in each subject is 75%. 


Conclusion 

One of the significant differences 
between minimum formal educational 
requirements in three of our four 
selected states and in Ontario is the 
requirement of some college courses 
in the United States. The Ontario 
Institute requires only a Grade XIII 
diploma, and a university graduate 
may obtain exemptions reducing his 
examination and experience require- 
ments. Although a New York can- 
didate must complete three years of 
practical experience before complet- 
ing the C.P.A. examination, a Cana- 
dian applicant may be required to 
complete up to five years of practical 
experience. Of course, the Canadian 
B.Com. graduate is on a par with the 
New Yorker in that he only needs 
three years of experience. Both New 
York and Ontario require more 
experience of the college graduate 
than Illinois (none) and California 
(2 years). Canadian young men must 
also complete additional courses of 
study during this time. Finally, the 
American examination requires only 
19% hours to the Canadian minimum 
of 43 hours. The question may thus 


-arise: Should we in the United States 


consider raising our requirements to 
increase the minimum examination 
hours? 





Reducing Material 
Handling Costs 


INDusTRY 1s a mass flow of materials 
from the mine, forest, field and ocean 
to the ultimate consumer. In this 
flow the materials are moved and 
handled many hundreds of times. 
Some of the material handling opera- 
tions are obvious and others are hid- 
den, but all add costs that represent a 
large proportion of the total costs of 
the articles we buy today, whether 
they are consumer goods or equip- 
ment and supplies for the plant or 
office. 

In a competitive economy an im- 
portant objective is to reduce costs 
wherever possible. This large seg- 
ment of industrial costs brought about 
by the handling and moving of ma- 
terial provides many opportunities for 
significant cost improvements. Un- 
fortunately, it is an area which all too 
few companies have thoroughly ex- 
plored. 


What is Material Handling? 

A material handling operation exists 
whenever material is being moved. 
This is a simple and obvious state- 
ment, and yet frequently worthwhile 
opportunities for cost reduction are 
missed because the operation is a hid- 
den part of a larger and more obvious 
operation. Of course, transportation 


of material by land, sea and air is 
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recognized as a major material hand- 
ling operation. Likewise, receiving 
and shipping are normally referred to 
as material handling operations. How- 
ever, all movement of materials be- 
tween manufacturing departments, 
within the departments and at the in- 
dividual workplace, whether by fork- 
lift truck, hand truck, conveyor or by 
hand, adds material handling costs to 
the product. It is not uncommon in 
manufacturing plants to find pieces of 
material being moved manually up to 
50 times, either as single items or 
combined with other items. Each 
time material is moved, a cost is in- 
curred, 


The cost of handling material at the 
individual workplace is possibly the 
most hidden of all, but in some com- 
panies it is one of the most expensive. 
On many occasions, operations have 
been measured at a workplace where 
the manual handling of an individual 
piece of material to the machine and 
the disposal of the piece after ma- 
chining represented up to or over 50% 
of the work cycle. Moreover, during 
the time that the cperator. was hand- 
ling the material, an expensive piece 
of equipment was not producing. 


In the warehouse, order picking 
and order packing are basically ma- 
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terial handling operations. Order 
pickers usually spend most of their 
time moving to get goods, handling 
them at the point of selection and 
carrying them to the point of disposal. 
The job of packing orders is mostly 
the movement of materials at a work- 
place. Too often, it also includes 
walking some distances with goods 
to the packing table and again to the 
shipping point, an added handling 
cost that does not improve the prod- 
uct or its package. 

These costs vary from company to 
company and depend on the charac- 
teristics of the operations. At the one 
extreme, companies in process indus- 
tries, such as oil refiners, find that 
their material handling labour costs 
are small because the movement is 
mainly of fluids between processes by 
pipe, pump and gravity. On the other 
hand, in distribution warehouses most 
of the staff are engaged in receiving, 
stocking, order picking, packing and 
shipping. In many manufacturing 
companies the time spent on hand- 
ling represents up to and over 50% of 
the total man hours required to pro- 
cess and move materials through the 
plant. In some other companies the 
cost of moving paper forms is signifi- 
cant. It is important that all opera- 
tions involving the handling and 
movement of material be uncovered 
before costs can be effectively re- 


duced. 


Material Handling Function 

To ensure that material handling 
costs are being dealt with effective- 
ly, it is necessary to assign the proper 
degree of responsibility to the indi- 


viduals or groups influencing these _ 


costs. It is dangerous to generalize, 
since the characteristics of each com- 
pany must be considered in develop- 
ing an effective plan of organization. 


However, the following suggestions 
will indicate points to be considered. 

Usually, operating and staff person- 
nel are highly competent in designing 
and operating the technical processes 
peculiar to their industry and com- 
pany. Their experience and training 
have made them specialists in, say, 
metal working, wood working, chemi- 
cal processing, plastic forming, tex- 
tile fabrication, etc. Their plant is 
very efficient in the utilization of ma- 
terials and processing labour. Per- 
haps, however, no one in the plant 
has been assigned the responsibility 
for studying and improving material 
handling methods and becoming fa- 
miliar with handling equipment and 
techniques. As a result, inefficiency 
is to be found in the movement of 
material between operations and de- 
partments and in basic handling op- 
erations such as warehousing, receiv- 
ing and shipping. 

In such companies, steps should be 
taken to assign to a person or group 
the responsibility for defining, study- 
ing and suggesting improvements on 
a part-time or full-time basis. Duties 
should include: 

1. Reviewing periodically all opera- 

tions from the standpoint of the 

material handling content. 

Measuring material handling costs. 

3. Initiating studies and experiments 
aimed at eliminating or improving 
the material handling aspects of 
the operations. 

4. Developing improvements to ma- 
terial handling operations. 

5. Stimulating the thinking of other 
operating personnel along similar 
lines. 

6. Providing facts to justify capital 
expenditures on equipment de- 
signed to reduce material hand- 
ling costs. 


bo 
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7. Investigating operations and pro- 
cedures that indirectly affect ma- 
terial handling costs. 


One of the duties mentioned above 
is to draw attention to and measure 
material handling costs, so that their 
importance can be appreciated. To 
do this it is most desirable to be able 
to apply work measurement tech- 
niques, such as stop-watch timestudv 
and basic motion timestudy. Work 
measurement is so important that 
usually the responsibility for analysis 
of material handling operations and 
plant layout problems is given to the 
trained personnel of an industrial en- 
gineering, methods, or timestudy de- 
partment. In companies not having 
such departments, those assigned the 
material handling function can be 
more effective in their work if they 
have had training and experience in 
work measurement. They should at- 
tend meetings and conferences deal- 
ing with material handling and read 
technical publications and literature 
informing them of advances in equip- 
ment and techniques. 


Responsibilities of Others 

Consideration should also be given 
to the responsibility of other person- 
nel throughout the organization 
whose work can influence material 
handling costs. 


Line supervision, of course, has a 
great deal of control over the cost and 
effectiveness of material handling op- 
erations. This supervision usually 
should cover as wide an area of ma- 
terial handling operations as possible 
to ensure optimum use of equipment 
and labour and that factors influen- 
cing handling costs are recognized 
when operating decisions are made. 
For instance, to combine receiving 
and shipping operations can often re- 


sult in more effective use of equip- 
ment, labour, floor space and dock 
facilities. Establishing stock location 
and the sequence of orders to be pick- 
ed within broad limits, if placed in the 
hands of good warehouse line super- 
vision, can result in reduced travel 
distances and effective grouping of 
orders for efficient use of order pro- 
cessing personnel and equipment. 
Many companies find that placing the 
responsibility for all in-plant handling 
operations under one material hand- 
ling supervisor produces standardized 
methods, coordinates the movement 
of material and makes effective use 
of men and equipment. 


Other personnel can have consider- 
able influence on material handling 
costs, and their responsibility in this 
matter should be clearly established. 
For instance, suppliers’ sales staffs 
and customers’ purchasing staffs can 
cooperate and stimulate work on 
the development of improved pack- 
aging or containers to facilitate hand- 
ling between and in the two plants. 
Traffic personnel can encourage co- 
operation with common carriers in the 
development of improved handling 
methods. Design engineers can make 
changes in the design of products to 
facilitate their handling. Inventory 
control personnel can work closely 
with stores and warehouse supervis- 
ors, giving notice well in advance of 
radical changes in the volumes of 
various items to be stored. They can 
also give advance warning of new 
items to be carried in stock. Thus 
warehouse personnel can plan the or- 
derly rearrangement of stock to ac- 
commodate these major changes. 


Role of Accounting Department 

The accounting department of a 
company has an important role to 
play in any program aimed at re- 
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ducing material handling costs. Its 
cost-collecting and reporting system 
can be so set up that, where practical, 
these costs can be segregated and 
reported as such. It can initiate the 
establishment of work standards for 
material handling operations, using 
them to develop effective reports for 
cost control and reduction. Adequate 
records of running and repair costs 
equipment will assist the development 
of a sound replacement policy. The 
accounting department should work 
closely with those studying material 
handling operations, providing them 
with whatever cost data may be ne- 
cessary for thorough analyses and, if 
necessary, setting up procedures for 
the temporary collection of cost data 
for special studies. 


Cost Reduction Program 

In many companies there are oppor- 
tunities for significant reductions in 
material handling costs. There should 
be a planned continuing program for 
analyzing material handling costs and 
developing ways to reduce them. If 
responsibilities have been clearly es- 
tablished, the people in the material 
handling function will initiate and 
draw up such programs. 


Some of the main features of an ef- 
fective program are as follows: 


1. Obtaining all available facts by 
the use of recognized study meth- 
ods such as work measurement 
and the development of flow pro- 
cess sheets. 

Providing a broad approach to any 
problem to ensure that all factors 
are considered prior to changes 
being made. 


Lo 


3. Setting up a planned schedule of 


individual projects so that the 
more worthwhile areas for im- 
provement are studied first and 
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that the time spent on analyses 
can be justified. 

4, Using a questioning and unbiased 
approach to uncover all opportuni- 
ties for improvement, not leaving 
some buried because of habitual 
practices. 

In many cases an exhaustive study 
of material handling operations will 
produce relatively large savings and 
often significant secondary _bene- 
fits. For instance, the adoption of 
mechanical handling equipment and 
the principle of combining many 
pieces into an individual load can 
result in better use of storage floor 
areas by higher stacking of materials. 
Also, handling material in unit loads 
instead of individually can reduce 
damage. Processing operations, such 
as dipping, painting, washing and 
baking, can be performed automatic- 
ally to goods in transit between op- 
erations. | Frequently the resulting 
process is far superior in the quality 
produced since the factors of human 
error and judgment have been elim- 
inated or substantially reduced. Me- 
chanizing handling and processing 
operations can decrease in-process in- 
ventory. The time to process orders 
in warehouses can be reduced by im- 
proved material handling methods. 
Handling material in bulk form be- 
tween suppliers and consumers can 
practically eliminate packaging costs 
and can reduce spoilage and waste. 


Paperwork 

When looking for possible reduc- 
tions in material handling costs, con- 
sideration should be given to paper- 
work forms and procedures. Many 
paperwork systems are designed with 


‘little concern for the effect on hand- 


ling operations. 
A good example of this is data sup- 
plied to order pickers in a warehouse. 
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The manner in which the information 
is recorded can have a marked effect 
on the efficiency of the order-picking 
operation. The time required by or- 
der pickers, receivers, shippers and 
packers to record information on vari- 
ous forms can also be a substantial 
part of their work cycle. 


The objective of wholesale and dis- 
tribution warehouses is to receive, 
store, select and ship materials rap- 
idly and economically. However, 
the speed of order documentation, 
credit approval, back-order recording 
and biiling affects the speed with 
which orders and merchandise can 
be moved through the warehouse. 
Therefore, these related operations 
should always be taken into consider- 
ation when the effectiveness of the 
material handling portion of ware- 
house operations is being judged. 
Sometimes the paperwork procedures 
should be analyzed first to lead to im- 
provements in material handling op- 
erations. 


Controlling Costs 

To ensure that material handling 
costs are kept to a minimum consist- 
ent with sound operating practices, 
it is important that they not only be 
continually reviewed but also that, 
where possible, they be controlled. Of 
course, in many cases material is 
handled by direct labour as part of 
the processing operation. Separate 
time reporting would be impractical 
and control over the material hand- 
ling costs consists in the control over 
the processing costs. 


In other cases the material handling 
operations are large enough to make 
segregation of time easy and worth- 
while. For such activities as moving 
material between operations, stand- 
ards frequently can be developed for 
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controlling the actual costs. These 
standards can also be used to predict 
required crew sizes in companies with 
large fluctuations in the material 
handling workload. 


Past-performance data can be used 
to develop work standards. However, 
the standards are then based on what 
has been done and not on what 
should be done. Also, past perform- 
ance data is often not broken down 
finely enough to provide realistic 
standards for individual operations. 
It is often advisable, where the op- 
portunities for cost savings warrant 
the expenditure, to set up a program 
of work measurement. This will pro- 
vide accurate time values related to 
units of work volume for each indi- 
vidual operation. Then, realistic 
standards will be used for cost con- 
trol purposes and will provide good 
goals or objectives for supervision and 
the material handling crews. 


Move to a New Plant 

Some companies find that their op- 
erating costs are reduced by 25% or 
more when they transfer their opera- 
tions to a new plant. A large pro- 
portion of this reduction can be in 
material handling costs since the new 
plant permits the adoption of mech- 
anical handling equipment and im- 
proved methods that could not be 
used in the old plant, due to physi- 
cal limitations. However, companies 
frequently find that the main reason 
for this cost reduction is that the 
move has stimulated the operating 
personnel into taking a long hard look 
at all their operating procedures. This 
thorough analysis leads to new pro- 
cessing techniques, new methods of 
scheduling, routing and controlling 
the work flow and new policies gov- 
erning the operating characteristics of 
the company. 
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Unfortunately, some companies do 
not use the move to a new plant as 
a major opportunity to review all op- 
erating practices. They accept it 
mainly as a means of providing the 
extra space required for operations. 
Existing operating procedures and 
handling methods are_ transferred 
without taking full advantage of the 
possibilities for cost reduction. This 
same approach can result in inade- 
quate attention being paid to the de- 
sign of the new plant from an operat- 
ing standpoint. In any move, matters 
such as the following should be con- 
sidered: 

1. The clear stacking height required 
to permit full utilization of floor 
areas for starage, by stacking ma- 
terial as high as practicable. 

2. The optimum column spacing to 
permit flexibility in the location of 
processing and handling equip- 
ment, aisles and storage areas. 

3. The location and size of receiving 
and shipping facilities. 

4. The use of mezzanines to econo- 
mize on plant floor area and to 
make use of gravity flow of ma- 
terials. 

5. The location of permanent parti- 
tions and auxiliary features such as 
elevators, washrooms, heating 
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plants, etc., that might seriously 
limit in the future, rearrangement 
of operations and other further 
plant expansion. 


A new plant should be designed to 
meet the specific operating require- 
ments of the individual company. 
Therefore, companies are well advised 
to ensure that a complete analysis is 
made of operations to take full 
advantage of the opportunities for 
handling and processing cost reduc- 
tion provided by a transfer of opera- 
tions to a new plant. After a thor- 
ough analysis is made and the opti- 
mum arrangement of the new opera- 
tions is established, then the new 
plant should be designed to act as a 
shell housing the operations. 


Whether in moving to a new plant 
or remaining in existing buildings, the 
opportunities for cost savings are 
large if proper recognition is given 
to the importance of material hand- 
ling in a company’s operations. Steps 
should be taken to measure all ma- 
terial handling costs, controlling and 
reducing them where feasible. It is 
important to assign proper responsi- 
bility for this work and ensure that 
personnel are adequately trained to 
carry out this phase of their respon- 
sibilities. 


The Businessman as Catalyst 


In a free enterprise system it is the businessman who is the catalyst of 
all the factors of production. It is he who brings these components to- 
gether and welds them into an economic unit in the production of goods 
and services. If his role is narrowly conceived, he is not making his fullest 
contribution. If he functions without regard for the rest of the economy, 
he could actually create problems, since no business operates in a vacuum. 

— Donald K. David, “Business Education for America and 


the Free World”, Michigan Business Review, May 1960. 





Starting a Business and 


the Public Accountant 


THE sERvicEs of a practising account- 
ant to new as well as existing busi- 
nesses are generally well known, par- 
ticularly in the fields of taxation, fi- 
nancial reporting and general ac- 
counting. In addition, the practising 
accountant is frequently called upon 
to carry out and report on investiga- 
tions of the financial condition and 
operating results of business organiza- 
tions on behalf of prospective purch- 
asers. This type of service may or 
may not be concerned with the prob- 
lems of starting a new business. Too 
often, however, even in the areas 
mentioned above, he is called in for 
consultation only after a new business 
has been operating for some time and 
frequently not operating too well. 
Apart from the traditional functions 
which he performs, he can make im- 
portant contributions to the areas of 
finance and control, certainly with re- 
gard to small new businesses. He 
should make every effort, through his 
business, legal and other connections, 
to be called in for consultation during 
the formation and primary organiza- 
tion of a new business. 

There is a growing awareness 
among businessmen, and consequent- 
ly a demand by them, for the services 
of a practising accountant in the 
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fields of finance and management con- 
trol. These services have become 
known as “management services”, and 
have been regarded mainly as re- 
quirements of going concerns. But 
many of them, together with other 
services which the accountant can 
usefully provide, are equally applic- 
able to the starting of a new busi- 
ness. 

A recent publication of the Ameri- 
can Institute of Certified Public Ac- 
countants lists the following functions 
to which the skills of professional ac- 
countants may be most readily adapt- 
ed to be helpful to management: 

Securing adequate funds at mini- 

mum cost. 

Negotiating 

ments. 

Forecasting needs for capital ex- 

penditure funds. 

Planning working capital require- 

ments. 

Evaluating the tax liability impact 

on proposed courses of action. 

Maintaining records and preparing 

reports to: 

(1) meet corporate, legal and tax 
requirements. 

(2) measure results of operations. 


financing arrange- 
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Providing accounting services for 
use in planning and controlling 
the business. 

General accounting. 

Cost accounting. 

Planning and budgeting. 

Systems and procedures. 

It is not difficult to see that most, 
if not all, of the above functions are 
also important to a client starting a 
new business. Perhaps their applica- 
tion might be more useful to the smal- 
ler businessman than to the large 
corporation since the latter would 
likely have personnel trained in at 
least some of these functions within 
the organization itself. 

With this as a starting point, and 
envisaging the professional account- 
ant as adviser to a client starting a 
new business, some of the more com- 
mon services which the accountant 


might be asked to provide can be 
examined in more detail. 


Initial Financial Arrangements 
When starting any new business, 
careful consideration must be given to 
the most suitable form of organiza- 
tion, whether a proprietorship, part- 
nership or limited company. The ac- 

countant can indicate to his client a 

number of factors which should be 

taken into account before making a 

choice. These include: 

(a) Number of persons who will each 
have part ownership of the busi- 
ness. 

(b) Whether or not all owners will 
take part in the active manage- 
ment of the business. 

(c) Manner in which it is proposed to 
finance the enterprise, e.g. wheth- 
er the owners will provide all ini- 
tial capital or resort to borrowing. 

(d) Impact of income and other tax- 
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ation upon the new business and 
its owners. 

During the drafting of a partmer- 
ship agreement, the accountant can 
advise as to the content of the clauses 
dealing with the financial arrange- 
ments. Points to settle are the basis 
on which partnership income is to be 
determined, the allocation of profits 
and losses among the partners and, in 
the event of retirement of a partner 
or dissolution of the partnership, the 
scheme of distribution of partnership 
assets. If a limited company is to be 
incorporated, the accountant can give 
an opinion as to the type and amount 
of share capital to be authorized, hav- 
ing in mind the probable future needs 
of the company. He should also ad- 
vise on the amount of capital to be 
issued initially to provide the funds 
for capital expenditures and working 
capital, and whether or not redeem- 
able preference shares should be pro- 
vided to take advantage of current in- 
come tax legislation regarding the 
withdrawal of profits by the share- 
holders. 

In the event that owners’ capital is 
to be supplemented by borrowing, the 
accountant can help his client by 
taking part in discussions with pros- 
pective lenders. It is also likely that 
certain financial statements, such as 
a pro-forma balance sheet and fore- 
cast of operating results of the new 
enterprise, will be part of any sub- 
mission made to banks or other fi- 
nancial institutions. The accountant’s 
assistance with, and advice regarding, 
the preparation of such statements 
will be useful. 


Accounting System 


A new business enterprise requires 
an adequate accounting system. Its 
internal routines and methods must 
be designed to maintain control over 
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the assets of the concern and provide 
management with adequate financial 
reporting for efficient operation. As- 
sistance from the professional ac- 
countant in this area may include ad- 
vice on: 


(a) Type of financial information 
which management should receive 
and the frequency of reporting. 


Setting up of a budgetary control 
system as a yardstick by which 
to measure the efficiency of the 
operation. 


(b) 


(c) In the case of a manufacturing 
concern, the system of accounting 
to be used to determine produc- 
tion costs. 


(d) Methods of maintaining control 
over capital expenditures. 


(e) Methods of inventory control. 


In addition, the accountant may 


outline procedures for the broad field 
of general bookkeeping and office 


routines. Included in the latter area 
will be mechanization of bookkeeping 
and accounting procedures, and the 
installation of other labour-saving de- 
vices in the office. The professional 
accountant usually has had experience 
in the use of bookkeeping and ac- 
counting machines, multi-copy forms, 
one-write methods, etc. and is often 
able to advise a client on them. He 
may also consult with the represen- 
tatives of the various manufacturers 
and perhaps with another accountant 
who has had wider experience in this 
field, with a view to installing the 
type best suited to achieve the desired 
results. In addition, he can often 
suggest the design of forms for both 
the day-to-day recording of transac- 
tions and the periodic report to man- 
agement. A further matter on which 
he can give practical assistance is the 
preparation of a manual of accounting 
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and office routines for the instruction 
of the client’s staff. 


Personnel Organization 


At the start of any new business it 
is desirable to draw up an organiza- 
tion chart showing personnel require- 
ments and lines of authority in the 
office prior to engaging staff. The 
professional accountant is often re- 
quested to help his client with both 
the organization and selection of of- 
fice personnel. Frequently he will 
conduct preliminary interviews with 
applicants for positions. 


Initial Supervision 


The accountant can perform a use- 
ful function for a new business by in- 
structing the office personnel in their 
duties. He can see that laid-down 
procedures are observed and super- 
vise the preparation of financial re- 
ports for management and the com- 
pletion of various government returns. 
In some instances he might undertake 
the actual preparation of such finan- 
cial reports, particularly in a smaller 
concern whose initial size does not 
warrant the immediate full-time em- 
ployment of a highly qualified ac- 
counting staff. By engaging the ser- 
vices of a professional accountant, the 
management of a small new business 
can be provided with essential finan- 
cial information from the commence- 
ment of operations. Eventually, of 
course, such reporting would. become 
a part of the function of the account- 
ing department of the organization. 

These are some of the services 
which a profesional accountant might 
provide to a client starting a new 
business. To dispel any misunder- 
standing, many accountants do pro- 
vide such services and have been 
doing so for some time. In addition, 
there are accountants who have 
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ceased to practise as auditors and de- 
vote their whole time to management 
services. The services which these 
accountants provide are highly spe- 
cialized and require considerable ap- 
titude, skill and training, and it is not 
to be expected that the large majority 
of professional accountants offer spe- 
cialized services of this nature in 
addition to the services which they 
are presently rendering. There are 
many ways, however, in which the 
average professional accountant, after 
some study and thought, can be of 
additional use to his clients, particu- 
larly in the field of finance and ac- 
counting control. It is important, 
however, to bear in mind that the 
services which the majority of pro- 
fessional accountants are capable of 
providing, while useful to the man- 
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agement of a business of any size and 
any age, are of most value to the 
management of a small new business 
which ordinarily does not have high- 
ly skilled accounting personnel in its 
ranks. 


In offering services of the sort out- 
lined above, the professional account- 
ant will, in most cases, be extending 
the service he renders to his clients. 
He should not expect that this can 
be done without some effort on his 
part to acquire knowledge and pro- 
ficiency in these new areas. Business- 
men are looking to the accountant 
more and more for help, and it fol- 
lows that in the interest of both the 
profession and himself he should be 
prepared to provide at least some of 
these “management services” when re- 
quested to do so. 


The Administrative Fallacy 


What is the “administrative fallacy”? It is the assumption, constantly 





popping up in widely separate fields, that when affairs are working without 
apparent friction and through proper channels, they are working well! It 
is the tendency, often unconscious, to equate the “good” with the precise, 
with the objective, with the smoothly flowing. 


Many personnel directors and human relations people fondly dream 
of an organization in which all jobs have been objectively evaluated and 
described, requirements scheduled, and chains of authority established. In 
such a dream all work proceeds smoothly and workers bask in psychological 
security, regular promotions, and serene human relations. 


But such a dream may become a nightmare, for here we have a most 
egregious example of the administrative fallacy. Any organization able to be 
so dissected has, by implication, a rigid operating framework. To formalize 
such rigidity will be to petrify the company and decrease its capacity for 
change in response to internal and external challenges. 

—David McCord Wright, “The Administrative Fallacy”, 
Harvard Business Review, July-August, 1960 
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Immigration - Where do we go from here? 


The immigration policy of Canada 
is a factor of prime long-range im- 
portance to Canadian industry. Ex- 
pressed here are the penetrating and 
realistic views of a professional wo- 
man whose accomplishments have re- 
ceived wide and favourable recogni- 
tion throughout Canadian industrial 
and governmental circles. 

Dr. Morgan received wide praise 
for her work in writing the report on 
the economic and physical condition 
of the steel industry for the Royal 
Commission on Canada’s Economic 
Prospects. 


Some time in the next few months, 
Canada will welcome her two-mil- 
lionth post-war immigrant. The num- 
ber is impressive, especially when one 
remembers that the entire Canadian 
population was just over 12 million 
at the end of the war. But the figures 
alone give little idea of what immigra- 
tion has actually meant to Canada in 
this period — and of the extent to 
which it has augmented population 
growth and of the role the immigrants 
have played both as producers and 
consumers, to say nothing of the col- 
our and variety they have contributed 
to the pattern of Canadian culture 
through the introduction of new 
tastes, new habits and new points of 
view. 


Though many economic factors 
both inside and outside Canada have 
lent impetus to the postwar expan- 
sion, the extraordinary amount of 
growth that has occurred in the Can- 
adian economy could not have taken 
place without the large flow of immi- 
grants into the labour force. There 
is probably no major employer of la- 
bour in Canada who has not recruited 
immigrants to his staff in some ca- 
pacity or other. A relatively large 
proportion of the New Canadians ap- 
pear to have settled in Ontario. 
Nevertheless, immigrants have worked 
on every major postwar construction 
project across the country from Kiti- 
mat in the West to the Ungava iron- 
ore developments and the Seaway in 
the East. Nor could the enormous 
expansion of the service industries 
have taken place without the new- 
comers; banks, retail stores and hos- 
pitals are only three places among 
many where their presence is. obvious. 
Skilled workers of every description 
have found a place in Canadian man- 
ufacturing industry, and a surprising 
number of professional people — ar- 
chitects, engineers, teachers, nurses 
and so on — have helped to meet 
shortages of trained personnel. There 
have been numerous instances, too, in 
which whole industries have been set 
up, bringing in new processes, new 
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skills and new capital and providing 
jobs for native-born Canadians as well 
as immigrants. 


We perhaps tend to think of immi- 
grants primarily as producers, but in 
the economic picture they are equal- 
ly important as consumers. Indeed, 
the postwar inflow has been to a con- 
siderable extent family immigration, 
and thus the number of those “des- 
tined to the labour force” has been 
nearly matched by the number of 
wives, children and other dependants. 
This has had important implications 
for the consumer market, greatly en- 
larging the demand not only for the 
basic essentials — food, clothing and 
shelter — but for such things as cars, 
refrigerators, vacuum cleaners, tele- 
vision sets and consumer goods of all 


kinds. 


Of significance, too, is the compara- 
tive youth of the immigrants. Less 
than 16% of them have been 40 years 
of age and over (compared with near- 
ly 32% of the whole population at the 
1951 census date), and close to two- 
thirds have been young adults in their 
late teens, twenties and thirties. This 
“accent on youth” has certainly con- 
tributed to the high Canadian mar- 
riage rate that prevailed until recent- 
ly and to the high postwar birth rate. 
And it has helped to compensate for 
the fact that in the past 15 years the 
numbers of native-born young people 
reaching working and marrying age 
have been reflecting the low birth 
rates of the depression years. 


The fact is that the postwar period 
has been unusually propitious for im- 
migration because a period of un- 
usually low native-born accessions to 
the working force coincided with a 
period of vigorous economic expan- 
sion based on strong world demand 
for Canada’s staple exports and on 
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the large backlog of domestic demand 
arising from the depression and the 
war. This combination of circum- 
stances helps to explain why immi- 
gration has been larger than in any 
other period of similar length in Can- 
ada’s history except the vears before 
the first World War when the West 
was being opened up. It helps to ex- 
plain, too, why emigration, whether 
through the return of immigrants to 
their homelands or the movement of 
Canadians to the United States or 
other countries, has been relatively 
low by past standards. 

The comparatively small return of 
postwar immigrants is undoubtedly 
due partly to the fact that a sizeable 
proportion (perhaps 15%) of them 
have been refugees with little possibil- 
ity of return. But both the small de- 
gree of re-emigration and the reduced 
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flow of young Canadians to the Unit- 
ed States are certainly due in large 
part to the fact that economic oppor- 
tunities have been numerous and at- 
tractive enough to absorb susbstantial 
numbers of immigrants and at the 
same time to keep a larger (though 
still not a large enough) proportion 
of young native-born Canadians at 
home. The result is that net migra- 
tion (the difference between immi- 
gration and emigration) has been 
larger in absolute terms even than in 
the first decade and a half of the 
century, and that it has contributed a 
larger proportion of the total popula- 
tion growth (some 25%) than at any 
time since those years. 

Generally favourable to immigra- 
tion though the period has been, the 
flow has varied enormously from year 
to year, ranging from less than 75,000 
in a few of the earlier postwar years 
to a near-record 282,000 in 1957. The 
postwar experience has in fact demon- 
strated clearly how immigration ebbs 
and flows in response to changes in 
economic conditions here and abroad. 
It has demonstrated equally clearly 
the practical problems involved in 
trving to adjust the flow to the sea- 
sonal ups and downs of the Canadian 
economy and the even more vexatious 
problems involved in trying to adjust 
it to the periodic swings of the busi- 
ness cycle. 

It is obviously impractical to bring 
in immigrant workers only when 
specific jobs are available for them: 
the “one job, one man” approach 
would mean a quite unacceptably 
small flow of immigration. It is, how- 
ever, reasonable to try to bring in 
job seekers during the spring and 
summer when there are likely to be 
employment opportunities for them 
and to try to limit the flow during the 
fall and winter when job opportuni- 
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ties are less plentiful largely to those 
who will not be entering the labour 
market, that is to wives, children and 
other dependants. The delay in “pro- 
cessing” the immigrants in the coun- 
tries of emigration and the fact that 
summer shipping is apt to be congest- 
ed by tourist traffic mean that these 
attempts can be only imperfectly suc- 
cessful, but such success as can be at- 
tained does help to ease the stresses 
and strains of fitting the immigrants 
into the economy. 


More difficult by far is the at- 
tempt to adjust immigration to the 
business cycle. In fact, efforts in this 
direction have not been very success- 
ful. As a result of the recession of 
1953-54, the decision was taken to cut 
back immigration. Because of the in- 
evitable lag in implementing this de- 
cision, the effects of the cutback were 
felt mainly in 1955, when immigration 
fell to a five-year low of 110,000. By 
that time, however, the capital invest- 
ment boom was taking hold, and be- 
fore the flow of immigration could 
be revived again, manpower shortages 
were plaguing the expanding econo- 
my. It should be pointed out that 
even after the decision has been taken 
in Canada to encourage immigration 
again, there is bound to be some lag 
before the effects of the change in 
policy are felt, one reason being that 
rumours of unfavourable employment 
conditions in Canada may persist and 
continue to discourage possible immi- 
grants after conditions here have 
changed. 

The more recent recession began at 
a time when immigration had risen to 
a 44-year record of 282,000 in 1957 
following the Suez crisis and the Hun- 
garian uprising. The arrival of ex- 
ceptionally large numbers of job- 
seekers from abroad at a time when 
job opportunities were restricted by 
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the decline in business activity cer- 
tainly aggravated the unemployment 
problem in the winter of 1957-58. The 
flow was accordingly slowed down 
again, immigration declining to 125,- 
000 in 1958 and to only 107,000 in 
1959. 

Though business recovery had be- 
gun by mid-1958, employment condi- 
tions have differed considerably from 
those of the previous recovery. In 
contrast to the boom of 1956-57, this 
upturn has been of moderate propor- 
tions. Moreover, for many reasons, 
not all of which are yet clear, em- 
ployment has not risen as strongly as 
production during the progress of the 
recovery, and unemployment has re- 
mained disturbingly high. There has 
thus not been the same incentive to 
step up immigration as there was in 
the previous recovery and, with un- 
employment as live a matter of con- 
cern as it is at present, an upsurge in 
immigration in 1960 seems unlikely. 

As a matter of fact it may very well 
be that we have now entered upon a 
period much less favourable to im- 
migration than most of the postwar 
years. For one thing, there is a dis- 
tinct possibility that the rate of ex- 
pansion in Canada, and in fact in 
North America as a whole, may be 
slower in the next few years than 
the buoyant rate we have become ac- 
customed to in the postwar period. 
If this should be so, the rate of un- 
employment would almost certainly 
continue to give concern. Moreover, 
the young people born in the postwar 
baby boom will shortly begin to enter 
the labour market, so that in contrast 
to the fifties, when native-born acces- 
sions to the working force were ab- 
normally small, they will as the sixties 
proceed be abnormally large. It is 
true that when basic economic condi- 


tions are reasonably satisfactory (and 
this for Canada means when external 
markets for the products of forest, 
farm and mine are receptive), popu- 
lation growth is an expansive fac- 
tor. But it is quite fallacious to as- 
sume that the mere addition of more 
people will in itself create prosperity. 
Obviously, therefore, in a period of 
rather less buoyant growth character- 
ized at the same time by much-in- 
creased native-born accessions to the 
working force, there would be little 
incentive to push immigration vigor- 
ously. 


It is quite possible, too, that forces 
in the countries of emigration may 
work to restrict the outward flow to 
countries of immigration such as Can- 
ada. In Europe, for instance, the 
Common Market is now in process of 
coming into being. The hope is that, 
through this adventure in cooperation, 
growth will be speeded up and stand- 
ards of living will rise. The plans, 
moreover, provide not only for the 
removal of barriers to trade within the 
area but for the free flow of man- 
power. Thus in several of the coun- 
tries that have been major sources 
of immigration to Canada, economic 
ovportunities closer to home may look 
relatively attractive in comparison 
with the hazards and uncertainties of 
overseas migration. 


This is not to suggest that immigra- 
tion will cease to be important to 
Canada. The volume may, it is true, 
be somewhat less than the high aver- 
age of the postwar years. But as long 
as economic conditions are reasonably 
good, Canada will almost certainly re- 
main one of the major countries of 
immigration, and immigrants will con- 
tinue to make valuable contributions 
to her growth and development. 
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Accounting for Pension Plans 


PENSION PLANS are now an almost 
essential part of business activity. 
When W. M. Mercer wrote his “Can- 
adian Handbook of Pension and Wel- 
fare Plans” in 1956, he said that about 
20% of all Canadian labour costs were 
incurred to provide pension and other 
welfare benefits. Their importance 
in the economy and their individual 
complexity make pension plans in- 
trinsically interesting, but despite this, 
little has been written in Canada 
about financial statement presenta- 
tion of pension costs and pension lia- 
bilities. This may be because it is 
hard to make adequate generaliza- 
tions about them when no two plans 
are alike, and there is a danger of 
over-simplification in such circum- 
stances. 


Formal or Informal 

In considering the various types of 
pensions, a broad distinction must first 
be drawn between informal pension 
policies and formal pension plans. 
Many employers never get beyond 
the stage of a general understanding 
that the employer will look after his 
employees as they get older and can 
no longer work. Accountants are not 
likely to infer a commitment from 
such an understanding. Certainly un- 
til the employee retires, it would be 
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hard to give accounting recognition to 
something which does not bind the 
company and which may defy meas- 
urement. Nevertheless, if the intent 
is clear that older employees will be 
taken care of in due course, and the 
“due course” is rapidly approaching 
for some of these employees, a com- 
pany might consider an appropriation 
of surplus so that shareholders and 
possible future shareholders will be 
aware of the intention of the manage- 
ment to make provision for present 
employees in the absence of a pen- 
sion plan. 


The same accounting practices 
might well be followed in respect of 
payments to employees who have al- 
ready retired. So long as they are 
voluntary, cancellable at will and 
there is no commitment which the 
company can be held to, no disclos- 
ure is ordinarily necessary in the an- 
nual financial statements. Frequent- 
ly, however, when an employee re- 
tires, a firm with no formal pension 
plan will grant a pension of a certain 
amount per month for his remaining 
life. When this happens, the plan is 
no longer informal, and the liability 
should be provided for in accordance 
with the same rules and practices as 
pertain to formal plans. 
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Formal Pension Plans 


All companies have pension poli- 
cies even if the policy is to do noth- 
ing until the employee retires and 
then to decide what should be done. 
Even a most carefully thought out 
pension policy, however, is not in it- 
self a pension plan. In the book pre- 
viously mentioned, Mr. Mercer refers 
to the two things which must hap- 
pen before a pension policy can be- 
come a pension plan, namely: 

“1. A formula which determines the 
pension benefits and the terms under 
which the employees become entitled 
to the benefits are established and 
communicated to each employee. 

“2. A decision is made to recognize 
the liability arising from the commit- 
ment to the employees.” 


It should be noted that to constitute 
a pension plan all employees of a 
company need not be covered, and 
one which is granted and disclosed 
only to a specified part of the work- 
ing force may still be a formal pen- 
sion plan. 


The commitment to the employees 
may be met either on a pay-as-you-go 
basis or by funding. When no fund 
is set up, pension liabilities may be 
met either by direct payments by a 
company to its pensioners, or by the 
purchase of a fully-paid annuity from 
an insurer at the employee’s retire- 
ment date. The latter is often called 
“terminal funding”. Both have cer- 
tain disadvantages. They give the 
employee no guarantee that payments 
can be made when they fall due, and 
they make uneven and to some ex- 
tent unpredictable calls upon com- 
pany funds year by vear as the vari- 
ables of retirement, death of pension- 
ers, and so on, change. On the other 
hand, management may feel that it 
can obtain a better return on its funds 


139 


when they are retained in the busi- 
ness until the last possible moment 
than when they have been turned 
over to an investment fund. 

If the employees require greater 
assurance that their pensions are se- 
cure, and if management wishes to 
accumulate assets for this purpose in 
an orderly way, the pension plan will 
be “funded” with an outside party, 
either with an insurance company un- 
der a group contract or with a trus- 
tee under a “deposit administration” 
plan. In the first case, the insurer 
fixes the yearly premiums, while in 
the second, the employer may, with- 
in certain limits, determine himself 
how much he will contribute each 
year to the fund. Both methods lead 
the employer to the same goal, how- 
ever, which is to have enough funds 
available outside of the company to 
look after all its pension commit- 
ments. 


Nature of Pension Liabilities 

In the case of formal pension plans, 
this article will try to show that pen- 
sion costs ordinarily accrue over the 
life of the plan, and that the most 
satisfactory way of accruing pen- 
sions is in accordance with the as- 
sumptions of actuarial science. It 
must be acknowledged that, if this is 
true, the balance of the resulting lia- 
bility has no place in the footnotes 
to the financial statements, but must 
be reflected in the accounts. 


That this liability is a real and con- 
tinuing one in the case of even the 
loosest formal plan has been held by 
a number of authorities. For instance, 
in its 13th annual report (1947), the 


‘Securities,and Exchange Commission 


of the United States said: 


“Serious consideration should be 
given to the proposition that even un- 
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der voluntary plans in which there is 
no strict legal liability to continue 
pension payments a corporate man- 
agement expecting to remain in busi- 
ness and enjoy good labour relations 
would not — if in fact it could — 
abandon a pension plan.” 

Similarly, the New York Public 
Service Commission ruled as follows 
in 1950, In the Matter of the Adop- 
tion of a Uniform System of Ac- 
counts: 

“Where companies have undertak- 
en to pay pensions, even if the plan 
be styled a so-called voluntary plan 
under which the company may claim 
it has no legal liability, there exists 
a high moral responsibility, and, as a 
practical matter, a voluntary plan of 
long standing cannot be terminated 
without destroying good labour rela- 
tions or by compensating the employ- 
ees in some other form.” 


To summarize, those plans which 
provide that a company may revoke 
them at the end of a certain period 
cannot in reality be discontinued so 
long as the company stays in business. 
It follows that the accounts of a going 
concern with a formal pension plan 
should show the position of the com- 
pany as if present pension costs were 
expected to continue indefinitely, 
even though the actual wording of 
the plan may provide a theoretical 
release for the employer. 


Nature of Pension Costs 

When a pension plan is under con- 
sideration, its costs have to be justi- 
fied in relation to work to be per- 
formed. If in the bargaining process 
pension costs must be accepted, then 
the employer will advertise them as 
“fringe benefits”, something over and 
above normal remuneration. The 
worker, because he will not see them 
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until he retires, calls them “deferred 
compensation”. 


It follows that pension costs are re- 
lated to production in the same way 
as such other welfare benefits as un- 
employment insurance: they are just 
one more current labour cost. The 
fact that some pension benefits are 
called current service and some past 
service appears to imply otherwise, 
but this is actually only a distinction 
between ways in which benefits are 
calculated. Current service benefits 
are usually a function of current 
wages, which past service benefits 
augment so that older employees will 
not be unfairly treated. Both are a 
lien on future production. 


Therefore, ordinary past service 
costs should never be charged to sur- 
plus. If accrued as suggested here, 
they are, in the words of the C.I.C.A. 
Research Bulletin No. 14, items of a 
recurring or routine nature, which 
should be included before net profit 
or loss for the period. This is the 
stand taken by the American Institute 
of Certified Public Accountants in 
their Accounting Research Bulletin 
36, November 1948 (now Bulletin 43, 
chapter 13.a). 


Calculation and Amortization 

Few accountants have had the kind 
of training which would enable them 
to calculate how much should be 
charged to each year’s operations in 
respect of current and past service 
pension costs. This is a job for the 
actuary. His relationship with the ac- 
countant is treated exhaustively in 
“Actuarial Principles and Pension 
Plans”, an article by John H. Wil- 
liams, C.P.A., in the July and August 
1959 issues of The New York Certi- 
fied Public Accountant. It should be 
remembered, however, that an actu- 














ACCOUNTING FOR PENSION PLANS 


ary’s findings are no better than the 
reasonableness of the assumptions on 
which they are based. No matter 
how carefully the assumptions are 
selected, the passage of time will al- 
most inevitably make some inappro- 
priate. In practice, a revised actu- 
arial study should be made at least 
every five years if a significant error 
in the total accrual is not to occur. 


In his study the actuary will usual- 
ly determine the amount which must 
be contributed each year in respect of 
current services to keep the fund ade- 
quate to meet retirements as they oc- 
cur, and he will calculate a gross past 
service liability. When, as is com- 
monly the case, current service bene- 
fits are based directly on the amount 
of each employee’s wages, a factor 
can easily be obtained which can be 
applied to a particular category of 
wages to obtain the current service 
cost related to it. 

On the other hand, past service 
cost must be based on an allocation to 
accounting periods of its estimated 
total. Ideally, this should be charged 
over the years of work remaining to 
each person who receives past service 
credits, but such an apportionment 
would be at best only an informed 
guess. The important consideration is 
surely that whatever period is chosen, 
amortization of the total should be 
begun and continued on a reason- 
able basis. Thus distortion of net in- 
come does not occur in any one year, 
and the full cost has been charged 
off approximately over that period 
which will profit from the work of 
those who have received past service 
allowances. 


Mechanics of Disclosure 


The yearly cost of the pension plan 
should be charged to income in the 
same way as the salaries and wages 
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of the employees to which they apply, 
that is, to administration or selling 
expense, or to cost of sales. 


Logically, the accrual method ren- 
ders unnecessary the practice of de- 
claring in a footnote the amount of 
unfunded past service liability, that 
is, the difference between the total 
past service cost actuarially computed 
and amounts set aside to cover it. It 
is usual now to mention the creation 
or amendment of a plan whenever 
past service liabilities of a substan- 
tial amount are involved. But, as 
long as the auditor is satisfied that 
these liabilities are being properly 
handled, it should not be necessary to 
indicate the unfunded amount from 
year to year, except where govern- 
mental regulations require it, as with 
statements filed with the S.E.C. 


Balance sheet credits will be of dif- 
ferent kinds. In an insured or trus- 
teed plan calling for specific premi- 
ums each year, credits will be cur- 
rent liabilities, since premiums will 
correspond with the accrual. In a de- 
posit administration plan, because 
payment depends on the judgment of 
management, the liability will be 
long-term, unless the directors have 
declared an amount payable to the 
trustee which has not yet been paid. 
In terminal funding and pay-as-you- 
go plans, the liability will usually be 
long-term, although a portion repre- 
senting an estimate of premiums and 
pensions payable during the next year 
might be shown as a current liability. 


A balance sheet credit of an un- 
usual kind is the amount owing to em- 
ployees because of vesting provisions 


_in the plan. In some plans it is re- 


quired that after a certain time, am- 
ounts contributed to the plan by the 
company “vest” in its employees; that 
is, the employee has the right to 
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claim such amounts if he leaves the 
plan or if the plan is altered in cer- 
tain ways. The amount of such vest- 
ed contributions can be actuarially 
determined, and should be shown as 
a current liability to employees. 


Two types of balance sheet debits 
arise as a result of pension plans, 
prepaid pension premiums and funds 
segregated to meet pension obliga- 
tions. The former usually represent 
unamortized past service contribu- 
tions. It would be quite correct to 
show that portion of this asset as cur- 
rent which would be used up within 
the next vear by charges to income, 
and to leave the remainder as an 
other asset. Generally, however, the 
entire amount is shown as non-cur- 
rent. Funds segregated for a pension 
fund should not be shown as current 
assets except to the extent that they 
may be required during the ensuing 
vear to offset current pension liabili- 
ties. 


Of course, in any case where 
amounts are not material, they may 
be grouped with current assets or 
liabilities. The accountant should be 
certain, however, that they are not 
likely to become material, so that he 
will not be embarrassed by having to 
change his presentation. 


Income Tax Expense 


In declaring its view on deprecia- 
tion, capital cost allowances and in- 
come taxes in Research Bulletin No. 
10, the Accounting and Auditing Re- 
search Committee of the Canadian In- 
stitute of Chartered Accountants has 
provided a pattern which may be fol- 
lowed whenever costs are allocated to 
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income differently in the income 
statement and in the tax return, pro- 
vided it is expected that in the long 
run the same total amount will be 
charged to both income and taxable 
income. Pension premiums, particu- 
larly those covering past service bene- 
fits, frequently fall into this category 
when they are amortized as suggested 
above. 


The procedure to be followed if 
this happens has been well expressed 
by Professor W. J. Graham in The 
Journal of Accountancy, January, 
1959. “Period income tax expense 
should be measured by applying the 
current tax rate to the reported net 
income before tax, either in total or 
with respect to individual items of 
income or expense. Differences be- 
tween period income tax expense and 
current tax payments should be ac- 
crued as ‘deferred charges to in- 
come’ or ‘deferred credits to income 
tax expense’ ”. 


Conclusion 


A survey of present Canadian 
practice in pension plan accounting 
would probably show that the con- 
clusions presented here do not reflect 
“generally accepted accounting prin- 
ciples” in the sense that a majority of 
companies could be said to meet these 
criteria. The author believes, how- 
ever, that his conclusions are sound 
and provide a desirable minimum dis- 
closure of the effect of pension plans 
on the company’s position and the 
logical matching of its costs and re- 
venues. In any case, it is hoped that 
they may be a basis for more thor- 
ough consideration of the problems in 
this important field. 














CONSOLIDATED STATEMENTS 


In Accounting Research for March 
the American Institute’s Accounting 
Research Bulletin No. 51 was review- 
ed and discussed. Due to space 
limitations that Institute’s views on 
non-consolidated subsidiaries were de- 
ferred to a later article. In addition, 
no comments were made on the ap- 
parent state of Canadian practice on 
some of the points discussed. An 
attempt is made below to remedy 
these omissions. 

Because Bulletin No. 51 deals with 
consolidated statements, the discus- 
sion regarding the treatment of 
non-consolidated subsidiaries deals 
primarily with the treatment of a 
non-consolidated subsidiary in a con- 
solidated balance sheet. The recom- 
mendations are, however, equally 
appropriate in the case of a non- 
consolidated balance sheet. 

While the general object of the dis- 
closure requirements is the same in 
the American bulletin as it is in Can- 
adian Bulletin No. 14 and to a lesser 
extent in the Canadian Companies 
Acts, some additional information is 
required and the emphasis seems a 
little different. 

No preference is expressed in the 
American bulletin for either the 
“equity” or the “cost” basis of carry- 
ing investments in non-consolidated 
subsidiaries. It is, however, provided 
that when the “equity” method is not 
followed the statements should dis- 
close the cost of the investment in un- 
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consolidated subsidiaries, the equity 
of the consolidated group in the net 
assets, the dividends received in the 
current period, and the consolidated 
group’s equity in the earnings for the 
period. This contrasts with the re- 
quirements of Canadian Bulletin No. 
14 which requires the disclosure of 
the increase or decrease in the par- 
ent’s equity in the subsidiary since 
acquisition and for the year under 
review. 


The American requirements permit 
the same information regarding the 
current year to be developed. The in- 
sistence on giving the details of the 
gross increase in equity and of divi- 
dends does, perhaps, give more use- 
ful information than the Canadian 
suggestion which requires only the 
net change in equity to be shown to 
the extent that it has not been taken 
up in the earnings of the parent. On 
the other hand, the Canadian empha- 
sis on revealing the cumulative 
change in the parent’s equity in the 
net assets of the subsidiary since ac- 
quisition seems more useful for most 
purposes than the American require- 
ment that book value be shown. 

The other requirements of the 
American bulletin, while theoretically 
sound, will in all probability seem un- 
realistic to most Canadian practition- 
ers. It is undeniable that, when the 


‘cost of the investment in the subsidi- 


ary differs from its book value, it is 
necessary to give “appropriate recog- 
nition to the possibility that, had the 
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subsidiaries been consolidated, part of 
such difference would have been re- 
flected in adjusted depreciation or 
amortization”. Presumably this means 
that, where the excess of the cost of 
investment in the subsidiary’s shares 
represents an understatement in the 
subsidiary’s book values of depre- 
ciable assets, the share of subsidiary 
profit taken up or referred to in foot- 
notes should be reduced by the am- 
ount of extra depreciation that might 
be considered necessary to amortize 
this extra cost. This suggestion is, no 
doubt, quite correct in theory. How- 
ever, it is difficult to imagine a situa- 
tion in which the amounts involved 
would be sufficiently material to jus- 
tify working out this adjustment. 
Similarly, it is difficult to visualize 
a situation in which the profits on 
inter-company sales by a non-consoli- 
dated subsidiary would warrant an 
adjustment of the profits recorded for 
the subsidiary. Yet these points could 
come up, and it is probably wise to 
refer to them in a bulletin which is 
trying to be all-inclusive. At any rate, 
mentioning them makes sure that the 
possibility of such adjustments being 
required will not be overlooked. 


Canadian Consolidation Practice 


One of the problems facing anyone 
trying to write on Canadian account- 
ing practice is the difficulty of find- 
ing what Canadian practice on any 
subject actually is. The practices 
with regard to those items which are 
apparent from the financial state- 
ments can be determined for those 
companies which publish annual re- 
ports. For those accounting practices 
which do not show on the face of the 
statements and for those many com- 
panies whose reports are not publicly 
circulated, information on these mat- 
ters is normally not available. 
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This lack of available information 
is especially great in the case of con- 


solidations. There are few cases in 
which the treatment of specific items 
can be deduced from the consolidat- 
ed statements alone and fewer cases 
where anything except the consoli- 
dated statements is available to the 
outside reader. This lack of knowl- 
edge has been especially serious in the 
field of consolidation practice because 
of the number of unresolved differ- 
ences of opinion in this area. The 
profession has, therefore, reason to be 
grateful to Professor B. J. B. Galvin 
of Queen’s University for his “Survey 
of Consolidation Practice in Canada” 
published in April 1958 by Queen’s 
University." 

In preparing this survey, Professor 
Galvin communicated with most of 
the large manufacturing companies 
which publish financial statements in 
Canada and which have consolida- 
tion problems. In this way he was 
able to obtain information regarding 
the methods used to handle various 
technical problems of consolidation 
which would not otherwise have been 
available. Space does not permit a 
complete summary of the results of 
the survey. One or two highlights de- 
serve comment. 

It is rather disappointing to dis- 
cover, despite all that has been said 
on the subject of consolidation theory, 
that a very large number of compan- 
ies have eliminated differences be- 
tween cost and book value of the 
investment in subsidiary through 
consolidated surplus. True, there is 
some theoretical support for the 
inclusion of credit differences of this 
kind in shareholders’ equity. This 
treatment, however, is not too favour- 


1 Available from Queen’s University, King- 


ston, Ontario; price $1.00. 
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ably received by most contemporary 
writers, and it is surprising to find 
that a majority of companies with 
such differences have either taken 
them to earned surplus or show them 
as “capital surplus” or some other 
kind of surplus. It is even more sur- 
prising to find that over one third of 
the debit differences have been simi- 
larly disposed of. 

It is probably true that many of 
these dispositions were made years 
ago before accounting theory had 
crystallized to its present degree. It 
may be asked, however, if the “prin- 
ciple of consistency” can be used to 
defend what may in some cases cause 
a serious distortion of the real posi- 
tion of the consolidated group. 


Another point on which the prac- 
tice of a number of companies differs 
from the recommendations of the Re- 
search Committee and other authori- 
ties is in the exclusion of subsidiaries 
from consolidation. The most fre- 
quent reasons for exclusion quoted in 
the Canadian survey were that the 
subsidiary was not wholly owned or 
that the operations were not compar- 
able. In Canadian Bulletin No. 14 
these reasons are recognized and sug- 
gested as exceptions or unusual situ- 
ations in which exclusion may present 
a clearer picture. In the recent Am- 
erican bulletin neither of these rea- 
sons is recognized as valid except in 
very exceptional circumstances. 

Another rather disappointing result 
of the survey is the discovery that 
only 9 of the 102 companies surveyed 
provided any data regarding subsidi- 
aries’ activities. It is difficult to be- 
lieve that none of the other compan- 


ies would fall into the group describ- - 


ed in Canadian Bulletin No. 14 as 
cases in which “adequate disclosure 
may not be served by the presenta- 
tion of consolidated statements only”. 
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Another matter of interest reflected 
by the survey is the almost complete 
refusal to follow the recommendations 
of some textbook writers regarding 
the elimination of inter-company pro- 
fit. Despite the reams that have been 
written about the appropriate portion 
of the profit to be eliminated when 80% 
of 75% of a sub-subsidiary is involved 
in an inter-company sale, it would ap- 
pear that every Canadian company 
with an intercompany profit involving 
a subsidiary in which there is a mi- 
nority interest has eliminated the 
whole of the profit. This seems to re- 
flect the good sense of the Canadian 
practitioners who have universally 
failed to be persuaded by the rather 
unreal arguments often put forward 
on this subject. A survey of the Am- 
erican practice, incidentally, revealed 
the same attitude on the part of Am- 
ericans, and the elimination of the 
whole of the inter-company profit is 
now recommended in Bulletin No. 
51. 


It would appear from the survey 
that apart from the treatment of pur- 
chase discrepancy (which may be a 
legacy from the past), Canadian con- 
solidation practice is generally in 
agreement with the theorists’ recom- 
mendations both in Canada and in the 
United States. On the disclosure 
question, however, the Canadian rec- 
ord does not seem to be so good. 
There seem to be too many subsidi- 
aries arbitrarily excluded from con- 
solidation and too few cases where 
supplementary information regarding 
the separate companies is given. 


The third edition of “Financial Re- 
porting in Canada”, published late 
last year, includes, like its predeces- 
sors, some information on consolida- 
tion practices. As a survey of finan- 
cial reporting it is, of course, limited 
to the information set out in annual 
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reports, and it does not therefore give 
as clear a picture as the direct survey 
by Professor Galvin. Some of the 
figures in this report are, however, in- 
teresting as confirming the earlier sur- 
vey and showing that little change is 
taking place in those practices com- 
plained of. 

Table 25, for example. indicates 
that all the companies showing an 
excess of book value over cost in- 
clude this item in shareholders’ equity 
and that even in 1958 half of those 
companies referred to the item as 
“cavital surplus” despite the issue of 
Bulletin No. 11 in August 1955 recom- 
mending that the term “capital sur- 
plus” be avoided. This is not really 
a fair picture of the actual situation 
since those companies that have used 
the credit to write down assets will 
not reflect this fact in subsequent 
vears’ statements. 

The debit discrepancies shown are 
about evenly divided between “good- 
will” and other descriptions. 


Table 3 of “Financial Reporting” 
shows that of the 212 companies with 
subsidiaries surveyed for 1958, a total 
of 63 excluded some or all of them 
from consolidation. No indication is 
given of the reasons for the exclu- 
sions, but it seems reasonable to as- 
sume that those reasons given would 
fall into the same patterns as those 
covered in the other survey. No sig- 
nificant trend can be observed in this 
matter, and it cannot be said that the 
arbitrary exclusion of subsidiaries 
from consolidation is decreasing. 


As far as minority interests are con- 
cerned, “Financial Reporting” indi- 
cates that the recommended treatment 
is followed in all but a few cases on 
both the balance sheet and statement 
of profit and loss. 


There is no other actual consolida- 
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tion question covered in “Financial 
Reporting”. However, in view of the 
inclusion of the non-consolidated sub- 
sidiary in this general discussion, the 
treatment of non-consolidated sub- 
sidiaries in Canadian public state- 
ments is not entirely out of place here. 


Table 44 shows that just over 50% 
of the surveyed companies carry sub- 
sidiarv investments at cost. A fur- 
ther 30% do not state the basis of 
valuation. The use of the “equity” 
method must, therefore, be presumed 
to be negligible. With regard to the 
accounting treatment of subsidiary 
profits, it appears from Table 15 that 
only 16% do not show the basis of re- 
cording subsidiary profit although in 
over half of these cases the disclosure 
is only made in the auditor’s report. 
Of those who do indicate the method 
followed, the great majority appear 
to take up profits only to the extent 
of dividends received. It appears 
from this that the standard of con- 
formity to accepted practice is consid- 
erably higher in the case of those 
items which appear on the face of 
the statements for those items known 
only to the company and to the audi- 


tors. 
® ® e 


The Auditor’s Report 


The C.I.C.A. Committee on Ac- 
counting and Auditing Research is- 
sued Bulletin No. 17 in October 1959. 
This bulletin, entitled “The Auditor’s 
Report”, supersedes Bulletin No. 6 
which dealt with the same subject. 
The major revision in the standard 
form of auditor’s report recommend- 
ed in the new bulletin is the inclusion 
in the opinion paragraph of the 
phrase “in accordance with generally 
accepted accounting principles ap- 
plied on a basis consistent with that 
of the preceding year”. The introduc- 
tion of this phrase has caused confu- 
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sion in the minds of some practition- 
ers because of doubts as to the nature 
of “generally accepted accounting 
principles” and the meaning of con- 
sistency in this connection. 

The Americans have been using 
these phrases, or something like them, 
since the mid-thirties and have de- 
veloped a good deal of experience 
with them. In addition, the S.E.C. 
has issued a number of rulings on 
questions connected with the interpre- 
tation of these phrases in specific situ- 
ations. There is, as a result, a good 
deal of American material available 
regarding “generally accepted ac- 


counting principles”. None of the ma- 
terial, however, really adds very much 
to the discussion of the subject set out 
in para. 6 of Bulletin No. 17. 

It is pointed out in this paragraph 
of the bulletin that “basic concepts of 
accounting have evolved over the 


years and have been developed and 
recognized generally by accountants. 
Within the framework of basic con- 
cepts of sound accounting, certain 
rules, conventions or practices have 
gained general acceptance as appro- 
priate methods of applying these con- 
cepts in particular circumstances.” 
This passage makes clear the point 
most emphasized by American writ- 
ers, namely, that accounting principles 
include not only the concepts or rules 
of general application but also the 
detailed procedures involved in ap- 
plying them to specific situations. 
The other point emphasized by 
American writers is the need to re- 
member that accounting principles 
must be “generally accepted”. The 
need to emphasize this point arises, 


of course, because of the nature of - 


accounting principles. As pointed 
out in an earlier article in this depart- 
ment (July, 1959), they are not abso- 
lute laws of nature like the principles 


of chemistry or physics, but merely 
general “rules or guides to conduct”. 
As a result, they have no authority 
apart from general acceptance. 


Many Canadian practitioners seem 
to be afraid that, in using the newly 
recommended phrase, they are claim- 
ing to have deduced or apprehended 
a series of immutable principles from 
which they have selected a number of 
“generally accepted” ones as most ap- 
propriate to the situation under re- 
view. Most of their qualms will dis- 
appear as they realize that in effect 
they are only reporting that their 
client’s statements are made up on the 
same basis as most other people's. 


On the other part of the new phrase 
— “on a basis consistent with that of 
the preceding year” — less guidance is 
available in American _ literature. 
There is, of course, agreement that in- 
consistency has to be material in its 
effect. It also seems to be agreed 
that the effect of the inconsistency on 
the statements for the year should be 
disclosed if material. The need for 
both the new method and the old 
method to be “generally accepted” is 
also emphasized. Apparently no other 
problems of consistency bother the 
Americans, and it must therefore be 
assumed that they regard inconsist- 
ency in accounting principles as im- 
portant only when it produces a ma- 
terial effect in the year of change. 
As there might be situations in which 
a material inconsistency in proced- 
ure would produce no immediate ef- 
fect on the statements, this would 
seem to be a point on which further 
guidance would be helpful. 


A clear discussion of the American 
view of accounting principles is 
contained in “An American Viewpoint 
on Accounting Concepts”, by D. R. 
Dilley (CCA, June 1960). 





Tax Review 


Brut C-68 


On the evening of June 6, Bill C-68, 
an Act to amend the Income Tax Act, 
was tabled for first reading in Parlia- 
ment. Any members of Parliament 
who may have been suffering from 
insomnia on that particular Monday 
evening would have been well advised 
to have read the Act for its excellent 
qualities as a soporific. The hardy 
few who have examined the Act in 
detail will probably have found the 
budget resolutions and several tech- 
nical amendments, many of which are 
extremely difficult to translate into 
plain English. At the time of writing, 
the amendments are not yet law, but 
it is probable that they will be en- 
acted substantially unchanged. 

Changes to the law affecting cor- 
porations and businesses are analyzed 
below. Those changes affecting in- 
dividuals and the amendments to the 
Estate Tax Act and Sales Tax Act will 
be discussed in the next issue. Also 
to be discussed in the next issue is 
the new section dealing with trans- 
fers of depreciable property which, to 
say the least, tests the patience of the 
reader. 


Associated Corporations 

In his budget speech, Mr. Fleming 
reiterated a point made a year pre- 
viously that “perhaps it was becom- 
ing too easy to divide a corporation 
into a number of smaller components, 
each of which may qualify for the low 
rate of tax on its first $25,000 of in- 
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come”. This situation will now be cor- 
rected as of the 1961 taxation year. 
The association will not be effective 
for the 1961 taxation year if it de- 
pends upon an association prior to 
December 31, 1960 so that corpora- 
tions likely to be affected have until 
the end of the year to arrange their 
affairs. To many, the cure will be 
worse than the ailment, not only from 
the point of view of those affected, 
but also from the viewpoint of those 
who must muddle through a long 
section and advise as to whether a 
corporation is associated or not. 


After December 31, 1960, “one cor- 
poration will be associated with an- 
other in a taxation year if, at any time 
in the year, 

(a) one of the corporations controlled 
the other, 

both of the corporations were 
controlled by the same person 
or group of persons, 


(c) each of the corporations was con- 
trolled by one person and the 
person who controlled one of 
the corporations was related to 
the person who controlled the 
other, and one of those persons 
owned directly or indirectly one 
or more shares of the capital 
stock of each of the corporations, 


one of the corporations was con- 
trolled by one person and that 
person was related to each mem- 
ber of a group of persons that 
controlled the other corporation, 


(b) 
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and one of those persons owned 
directly or indirectly one or more 
shares of the capital stock of 
each of the corporations, or 


(e) each of the corporations was con- 
trolled by a related group and 
each of the members of one of 
the related groups was related to 
all of the members of the other 
related group, and one of the 
members of one of the related 
groups owned directly or in- 
directly one or more shares of 
the capital stock of each of the 
corporations”. 


“Related persons” and “related 
group” are as defined in subsections 
(5a) and (5c) of section 139 which 
defines these terms to establish when 
two corporations are presumed not to 
be dealing at arm’s length. Prior to 
this amendment, many corporations 
could be deemed not to be dealing 
with each other at arm’s length, but 
at the same time were not associated. 
Essentially, the new amendment pro- 
vides that corporations not dealing at 
arm’s length will also be associated, 
provided that one or more shares 
(either common or preferred) of one 
of the corporations is owned by 
parties controlling the other. 


The word “control” is not defined 
but it is assumed that it means voting 
control although it is probable that 
the exact meaning may create uncer- 
tainty particularly as section 139(5d) 
is to be applied mutatis mutandis. 
Section 139(5d) provides that 
(a) where a related group is in a position 
to control a corporation, it shall be 
deemed to be a related group that 
controls the corporation whether or not 
it is part of a larger group by whom 
the corporation is in fact controlled; 
and 

(b) a person who had a right under a con- 
tract, in equity or otherwise, either 
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immediately or in the future and 
either absolutely or contingently, to, 
or to acquire, shares in a corporation, 
or to control the voting rights of 
shares in a corporation, shall be deem- 
ed to have had the same position in 
relation to the control of the cor- 
poration as if he owned the shares. 


It is provided also that if two cor- 
porations are associated with the 
same corporation they are associated 
with each other. 


The taxation authorities have cast 
a wide seine to catch a large number 
of elusive fish. Unfortunately it ap- 
pears that the amendment will result 
in corporations being treated as as- 
sociated in circumstances where the 
association is very tenuous indeed. 


The effect of the new definition of 
associated corporations is alleviated 
ever so slightly by a saving provision 
which reverses the situation where 
control is acquired for specified busi- 
ness purposes. If it can be estab- 
lished to the satisfaction of the Min- 
ister that the chief purpose for which 
the controlled corporation was, at the 
particular time, so controlled was to 
safeguard the rights or interests of 
the controlling corporation in respect 
of 
(i) any loan made by the controller the 

whole or any part of the principal 
amount of which was outstanding at 
the particular time, or 
any shares of the capital stock of the 
controlled corporation that were owned 
by the controller at the particular time 
and that were, under the agreement 
or arrangement, to be redeemed by 
the controlled corporation or purchased 
by . . . [a person or persons with 
whom the controller was dealing at 
arm’s length] 
the corporations will not be con- 
sidered to be associated. However, in 
either case it must be proved that an 
agreement or arrangement was in 
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effect under which, upon the satisfac- 
tion of a condition or the happening 
of an event, the controlled corporation 
will cease to be controlled by the con- 
troller but will become controlled by 
a person or group of persons who are 
not related to those persons control- 
ling the controlling corporation. The 
purpose of non-association with re- 
spect to shares to be redeemed or sold 
is presumably to apply where shares 
are sold without the passing of title 
until the full purchase price is satis- 
fied or where the common shares are 
sold but the voting preferred are to be 
redeemed. 


Foreign Tax Credit 

Section 41 has been amended to 
make it clear that the credit allowed 
for foreign taxes is the full amount of 
the foreign tax paid in the year to the 
extent that it is not in excess of the 
Canadian tax payable on that income. 
It was formerly contended by the De- 
partment of National Revenue that 
the credit was restricted to the rate 
of foreign tax applicable to net in- 
come taxable in Canada. For ex- 
ample, the Department held that if 
$100,000 was borrowed in Canada at 
3% and loaned to the U.S. at 6%, the 
foreign tax that could be deducted 
would be 15% of $3,000 or $450 and 
not $900, the amount actually with- 
held. This has now been corrected 
but it is also provided, and quite 
naturally, that no credit may be claim- 
ed in respect of the tax paid on divi- 
dends that are not taxable to the re- 
cipient. 

As before, the credit is limited to 
the Canadian tax upon the income 
from the foreign source. The amend- 
ment is applicable to the 1960 and 
subsequent taxation years. 

In order to nullify the decision of 
the Supreme Court of Canada in the 
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Interprovincial Pipe Line case where 
it was held that expenses incurred in 
Canada need not be considered when 
calculating the foreign tax credit, a 
new subsection defining income from 
a source has been added to section 
139 effective in 1960. Essentially, this 
new subsection (la) provides that 
expenses properly applicable to the 
earning of income from a _ business, 
employment, or property shall be de- 
ducted when computing the income 
from a source. This is brought about 
by providing that a taxpayer’s income 
from a source in a particular place 
shall be computed as though he had 
no income from any other source and 
was allowed no deductions except 
those that may reasonably be regard- 
ed as wholly applicable to that source. 


In applying these provisions for the 
purpose of calculating non-residents’ 
income or the foreign tax credit, all 
deductions allowed in computing the 
income of a taxpayer under Part I of 
the Act (interest, capital cost allow- 
ance, etc.) shall be deemed to be 
wholly or partially applicable with 
the exception of maintenance pay- 
ments for a spouse, interest on death 
duties or premiums for a registered 
retirement savings plan. 


Non-Residents 

For 1960 and subsequent years the 
wording of section 31 of the Income 
Tax Act is to be changed to state 
that the income of a non-resident 
from all duties performed by him in 
Canada and all businesses carried on 
by him in Canada is subject to tax. 
Previously the reference was to the 
part of his income for the year rea- 
sonably attributed to duties perform- 
ed by the non-resident or the business 
carried on by him in Canada, and, if 
a loss was incurred abroad, it would 
reduce the non-resident’s income 
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which could be allocated to Canada. 
By restricting the calculation to Can- 
adian income, the situation is rectified. 


It is also provided in the amend- 
ment that where a non-resident in- 
curs a loss from a business carried on 
in Canada, the amount that may be 
carried over is the loss minus any 
amount by which the loss served to 
reduce income from other sources in 
Canada. 

Commencing in 1960, if a resident 
person who was carrying on business 
in Canada and reporting income on a 
cash basis ceases to be a resident, 
the value of the accounts receivable 
and inventory of the business at the 
time he ceased to be a resident of 
this country is to be included in his 
income from the business for the year 
in which he became a non-resident. 
This amendment prevents persons 
such as farmers or professional men 
from escaping tax on the realization 
of the assets referred to after they 
have become non-residents. It would 
appear that a person who as a resi- 
dent of Canada earned income from 
an office or employment which was 
not available to him until after he 
became a bona-fide non-resident, may 
still receive the income without pay- 
ing any tax to Canada. 


Amalgamations 

Several amendments are made to 
those sections of the Act which deal 
with amalgamations. 


Section 105C has been amended to 
provide that for any amalgamation 
after May 13, 1959, where a tax of 
20% is imposed on the amount by 
which the undistributed income on 
hand immediately after an amalgama- 
tion exceeds the value of the assets 
(other than goodwill) less the liabil- 
ities of the new corporation immedi- 
ately after the amalgamation, the 
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liability for this tax does not serve to 
reduce the net assets. The effect of 
this provision is that the tax itself does 
not increase the amount on which tax 
is payable. 

Because preferred stock is not a 
liability, it was possible to use it to 
extract undistributed income tax free 
upon an amalgamation. An amend- 
ment to section 105C attempts to pre- 
vent this by deeming any class of 
shares, other than common shares, a 
liability in respect of any amalgama- 
tion after March 31, 1960. It will be 
interesting to see if the definition of 
common shares contained in the Act 
can be used to thwart the intention of 
this amendment. 

Section 82(1)(a) also is amended 
to provide for the deduction, in com- 
puting undistributed income, of the 
amount on which the tax of 20% has 
been paid under section 105C. 


Section 85I is amended for 1960 
and subsequent taxation years to: 


(a) reflect the amendment to section 
20 regarding the transfer of de- 
preciable property [to be ana- 
lyzed in the next issue], 


provide that bad debts written- 

off by a predecessor corporation 

will be included in the income of 
the new corporation, if recover- 
ed, 

(c) permit the new corporation to 
deduct the reserve under section 
85B(1)(d) in respect of instal- 
ment sales by a predecessor cor- 
poration. 

Apparently the two _last-mentioned 

points were overlooked when the 

legislation concerned with amalgama- 


(b) 


tions was originally enacted in 1959. 


Salt Producer 


A corporation whose principal busi- 
ness is the production or marketing of 
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sodium chloride or potash or whose 
business includes manufacturing pro- 
ducts, the manufacturing of which in- 
volves processing sodium chloride or 
potash, may deduct for 1960 and sub- 
sequent taxation years, drilling and 
exploration expenses incurred by it in 
the year in exploring or drilling for 
halite or sylvite. The benefit of the 
write-off is allowed to corporations 
whose business includes the manu- 
facturing of products which require 
sodium chloride or potash, even 
though such manufacturing may con- 
stitute only a part of their business. 
However, the drilling and exploration 
expenses must be deducted in the 
year incurred. 


Expenses Incurred by Predecessor 


Mining, petroleum or natural gas 
companies may deduct the exploration 
and drilling costs incurred by a pre- 
decessor corporation if the property of 
the predecessor is acquired in con- 
sideration for shares of the capital 
stock of the successor or as a result of 
an exchange of capital stock and a 
winding-up of the predecessor cor- 
poration. For 1960 and subsequent 
years it is provided that the considera- 
tion for the properties or the shares of 
the predecessor corporation must be 
exclusively shares of the capital stock 
of the successor corporation. It is 
presumed that the old wording per- 
mitted successor corporations to give 
cash or some other assets as partial 
consideration which was not within 
the intention or spirit of the law. 


Provincial Tax Credit 

The provincial tax credit for cor- 
porations is increased from 9% to 10% 
for income earned in a_ province 
which has arranged to replace federal 
grants to universities. This amend- 
ment to section 40 applies to income 





earned after December 31, 1959 and 
for the taxation years 1960 and 1961. 
Where a corporation has a year end 
other than December 31, the standard 
computation rules are provided. At 
the present time this amendment 
affects only those corporations having 
a permanent establishment in Quebec. 


Partners and Sole Proprietors 
An individual in business as a sole 
proprietor or partner may have earned 
income for a period longer than 12 
months in a taxation year if the busi- 
ness is disposed of or the partnership 
wound up. Section 15 permits these 
individuals to elect to have the busi- 
ness year end on the date that it 
would have ended if the business had 
not been disposed of or wound up. 
Section 37 permitted a sole proprietor 
or a withdrawing partner to average 
his income if he also received in the 
taxation year income from employ- 
ment. It did not, however, cover a 
person who withdrew from one part- 
nership and entered another or went 
into business for himself. Effective in 
1960 and subsequent taxation years, 
the averaging provisions will be avail- 
able to those individuals whose in- 
come would otherwise include income 
earned over a period of more than 
twelve months and who fall into two 
or more of the following categories: 
(a) a proprietor of a business during 
which time he was not a part- 
ner, employee or proprietor of 
another business, 

(b) a partner in a business during 
which time he was not a pro- 
prietor, employee or partner in 
another business, or 

(c) an employee during which time 
he was not a partner or pro- 
prietor. 

It is unfortunate that these averag- 
ing provisions of subsection 3 of sec- 
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“ACCOUNTING TERMINOLOGY” 

From time to time the Accounting and Auditing Research Committee of 
the Canadian Institute of Chartered Accountants has received suggestions as 
to additional words that might be included in “Accounting Terminology”. 
The committee would be grateful for the comments and suggestions of our 
readers regarding words they would like to see defined in this publication. 
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MAGAZINE ARTICLES 


SYSTEMS 

“SysTEMS INSTALLATION AND PEOPLE” 
by Carl M. Nyberg. Cost and Man- 
agement, March 1960, pages 83-88. 

This article stresses the importance 
of human factors in the successful in- 
stallation and use of a new account- 
ing system. A system is conceived in 
theory and moulded to fit a company’s 
particular problem, writes Mr. Ny- 
berg, but the dependence upon people 
to process data, prepare reports, and 
utilize the information produced 
makes it imperative that the human 
aspects of system planning receive the 
attention they deserve. 

In addition to the problems impos- 
ed by a target date for completing 
the installation and by the need to 
train the clerical force, the account- 
ant will have to overcome innate re- 
sistances to change. Within the ac- 
counting department, the problem 
posed by the changes which the new 
system engenders may be relatively 
minor. But people in other areas of 
the organization over whom the ac- 
countant has no direct control will 
also have a bearing on the success or 
failure of the system. It is, there- 
fore, essential that the accountant de- 
velop a relationship which will enable 
him to win the fullest cooperation of 
these people. 

The accountant must first obtain 
top management approval to proceed 
with his system. He will then be in 
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a position to indoctrinate all other 
members of management who will be 
concerned with it. Several meetings 
should be held so that the account- 
ant may explain the nature, need and 
mechanics of the system, and the ef- 
fect of the system on the individual’s 
duties and responsibilities. Interspers- 
ed with the group meetings, the ac- 
countant should discuss the system 
with each member of management in- 
dividually. This will enable him to 
determine individual reactions to the 
system and to deal with specific prob- 
lems. 

Also important, according to Mr. 
Nyberg, is the need to explain the im- 
pact of the new system on the clerical 
force. If one object of the system is 
the reduction of clerical help, and 
the reduction is going to be brought 
about through transfer or attrition, all 
personnel should be informed of this 
in order to eliminate worries about 
job security. If the reduction is to be 
made by a direct cut, key personnel 
and the better-than-average clerical 
personnel should be informed in some 
way that their positions are secure. 

Several ways are suggested by the 
author for advising personnel where 
they stand in the organization. The 
time spent in planning the human 
side of the installation problem, he 
concludes, will be a determining fac- 
tor in the success of the system. 


“PLANNING AN ACCOUNTING SYSTEM TO 
Prove EssentrAL Data FOR MAn- 
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AGEMENT’ by R. W. Steele. The Ac- 
countants’ Journal (New Zealand), 
January 1960, pages 178-182. 

This article endeavours to show how 
an accounting system may be con- 
structed to provide essential operating 
data for management. Any account- 
ing system should be built around 
the managerial requirements of the 
company, asserts the author. But the 
accountant usually has to guide man- 
agement in the choice of data requir- 
ed. Such data, he thinks, should 
normally include guides for forward 
planning, budgetary control, capital 
rationing, and input-output decisions. 

In showing how to obtain these end 
products from the accounting system, 
Steele discusses the principles of or- 
ganization, manual of accounts, classi- 
fication of accounts, and an integrated 
system of budgetary control. 

Before the accounting system is de- 
tailed, the author advises, the organi- 
zation of the company must be 
settled. With this done, the next step 
is the preparation of the manual of 
accounts to cover every aspect of the 
business that necessitates an account- 
ing entry. It will clearly state, for 
example, who is to open incoming 
mail, specify the limit of a branch 
manager's credit-granting authority, 
and contain detailed accounting in- 
structions on every transaction. Mr. 
Steele warns against the tendency to 
produce unnecessary or redundant 
data. Comparative figures for the 
past 15 years, for example, are not 
nearly as useful for management de- 
cisions as a record of current perform- 
ance, or a projection of what is likely 
to happen in the next 12 months. 

Most of the points discussed in this 
article are, as the author admits, ele- 
mentary and self-evident. But they 
are assembled in a logical order and, 
as basic fundamentals, merit repeti- 
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tion. Worth noting is the author's 
final admonition that the products of 
an accounting system should be de- 
signed to serve, not the ends of book- 
keeping, but the ends of management. 


“EARLY EXPERIENCES WITH AN E.D.P. 
SysteM — 1” by T. C. Hickman. The 
Accountants Journal (United King- 
dom,), February 1960, pages 63-67. 

Here is an extremely interesting re- 
view, the first of two parts, on the 
early experiences of Unilever Ltd. 
with computer applications. This 
part covers the events from the initial 
inquiry into the possibility of using 
a computer in Unilever to the period 
immediately following its delivery. 

The company’s experience was 
unique inasmuch as it was the first 
company in the United Kingdom to 
operate a computer of the type order- 
ed. A great deal of investigation, 
planning and experimentation had to 
be undertaken, therefore, in order to 
establish the potentialities of the com- 
puter for the firm’s commercial activi- 
ties. 

The introduction of the new equip- 
ment was apparently accomplished 
with a minimum of friction. A com- 
puter panel carefully evaluated the 
machines available, planned for staff 
training and recruitment, and consid- 
ered the potential applications of the 
machine. As soon as the machine was 
ordered, all levels of staff were in- 
formed, and thereafter advised at in- 
tervals of the progress made. Fears 
concerning redundancy were allayed 
by pointing out that any surplus staff 
problems would generally be solved 
by cutting down on recruitment and 
by transfers to vacancies elsewhere in 
the business. 

Unilever, Mr. Hickman reports, is 
fairly well satisfied with its invest- 
ment in a computer. His account of 
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the steps involved in its installation 
should, therefore, help other com- 
panies avoid the pitfalls involved in 
converting to E.D.P. 


BOOK REVIEWS 
“Accounting Principles and Control”, 
by Lawrence L. Vance; Holt, Rine- 
hart and Winston, Inc., New York; 
681 pages; $7.50. 

This book is one of many in the 
last few years designed primarily for 
the student who does not plan to 
specialize in accounting. It places 
emphasis on four things: 

. Basic principles that determine the 

content of accounts. 

. Records needed in accumulating 

the data. 

. Procedures 


and __ organizational 


methods useful to management in 
achieving good internal control of 


assets and transactions. 
. Uses of accounting data for mana- 
gerial decisions. 

The book is divided into seven 
parts. The first introduces the stu- 
dent to accounting terminology, the 
elements of the bookkeeping cycle 
and financial statements. Part II ex- 
tends this introduction to the source, 
control documents, specialized books 
of original entry and working papers. 
In part III, the author presents the al- 
ternative methods of asset valuation 
and includes a chapter on each of the 
voucher system and payroll and in- 
come taxes, both personal and corp- 
orate. The accounting and legal prob- 
lems of owners’ equity in the partmer- 
ship and limited company are pre- 
sented in part IV, and those of the 
branch and department in part V. 
Part VI is a survey of cost account- 
ing and includes the elements of cost, 
job order, process and standard cost 
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accounting. The last chapter of this 
part is a survey of special cost an- 
alysis — the break-even analysis, the 
contribution concept and the mana- 
gerial application of this concept. The 
final part in the text considers the ac- 
counting and managerial aspects of 
budgeting and consolidations, intro- 
duces the analysis of financial state- 
ments through the use of ratios and 
the statement of source and applica- 
tion of funds. 

The author has considered all as- 
pects of accounting which are of in- 
terest to the general business student, 
but in his attempt to obtain breadth 
of coverage, he has sacrificed the 
depth and emphasis on the underlying 
postulates of accounting, particularly 
as they affect the determination of in- 
come. He has, however, retained the 
emphasis on detailed accounting tech- 
niques which are avoided in other 
works with a managerial orientation. 


His integration of the use of each 
topic for managerial operation and 
control should make the study of the 
subject more meaningful and reward- 
ing to the action-oriented, applied 
student. The latter may find, how- 
ever, that on completion of the text 
he has an appreciation of accounting 
and its uses without any real under- 
standing of its aims and limitations. 


In common with several first edi- 
tions, some misleading statements 
are included in the text, but no doubt 
these will be clarified in subsequent 
editions. 

Each chapter includes questions 
and problems dealing with the ma- 
terial presented in the chapter. The 
questions appear to be included to 
require the student to read the ma- 
terial in the chapter and the problem 
material to test his knowledge of the 
procedures and techniques covered. 
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With the emphasis placed by the au- 
thor on managerial uses of accounting, 
the reviewer was disappointed to find 
the paucity of questions and problems 
requiring the student to think creat- 
ively in the area. 

In common with all American text 
books in accounting, the material is 
presented on a background of Ameri- 
can laws and customs. A Canadian 
student will find that large sections 
of the text will need to be avoided for 
this reason. 

Despite its limitations, this book 
represents a good addition to the in- 
creasing body of accounting literature. 
The material would, however, be of 
little value to the professional ac- 
countant either as a reference text or 
as a learning device. 

C. L. Mrrcuett, C.A., 
Associate Professor, 

University of British Columbia, 
Vancouve;, B.C. 


“Canadian Cooperative Law” by W. 
B. Francis, Q.C., LL.D.; published by 
The Carswell Co. Ltd., Toronto; 440 
pages; $10.50. 

The growth of cooperatives in Can- 
ada has increased their importance 
in the Canadian economy, and Dr. 
Francis has attempted to make avail- 
able the main features of legislation 
applicable to them. 

Beginning with a short history of 
cooperatives in the legal vein, the 
book deals with the similarities and 
differences in legislative enactments 
from province to province regarding 
incorporation, objects and powers, 
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methods of operation and financing. 
Legal distinctions between coopera- 
tives and other joint stock companies 
and between credit unions and banks 
are dealt with in some detail. 


As with all law books, this one is 
liberally “footnoted” although some of 
the more important legal decisions 
are summarized in the text. The ap- 
parent care with which the book was 
compiled should make it an important 
reference work for lawyers, account- 
ants, and others concerned with the 
legal aspects of cooperatives. 

The reviewer gained the impression 
that although the various provincial 
Acts were passed to assist the organi- 
zation and operation of cooperatives 
to meet economic and social needs of 
their members on a self-help basis, 
the expression of “self-help” should 
not be taken too literally as advice 
and assistance would be required 
from legal counsel at least as much 
as in any other enterprise. 

A. K. Locan, C.A., 
Regina, Sask. 
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NEWS OF OUR 


Alberta 

Willetts, Berge & Co., Chartered Account- 
ants, and R. R. McKinnon & G. J. Logan, 
Chartered Accountants, announce the re- 
moval of their office to 301 Lee Bldg., 534 - 
8th Ave. S.W., Calgary. 

Walter Zazula, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at 12418 - 118th Ave., Edmonton. 


British Columbia 

E. M. Gunderson, F.C.A. has been elected 
to the Board of Directors of Marshall Wells 
of Canada Ltd. 

G. G. McKenzie, C.A. has been appointed 
controller of AMF Atomics Canada Ltd., 
Port Hope, Ont. 

Dickerson & Phillips, Chartered Account- 
ants, announce the removal of their offices 
to 5550 Fraser St., Vancouver 15. 

Myhill-Jones, Southworth & Co., Chart- 
ered Accountants, and G. A. Chambers, 
C.A. announce the amalgation of their prac- 
tices. Henceforth the practice of their pro- 
fession will be carried on under the name of 
Myhill-Jones, Southworth & Chambers, 
Chartered Accountants, 1664 West Broad- 
way, Vancouver. 

A. J. Shankland & Co., Chartered Ac- 
countants, Cranbrook, announce the with- 
drawal from partnership of G. T. Jewell, 
C.A. The practice will continue under the 
direction of J. W. Craft, C.A., resident part- 
ner at Cranbrook. 

R. M. Bain, C.A. announces that he has 
opened an office for the practice of his pro- 
fession at 709 Metropolitan Bldg., 837 W. 
Hastings St., Vancouver 1. 

T. R. Cobb, C.A. announces the admit- 
tance to partnership of R. J. Cobb, C.A. 
The practice will continue under the firm 
name of Cobb & Cobb, Chartered Account- 
ants, 2671 West Broadway, Vancouver 8. 

G. T. Jewell, C.A. announces the opening 
of an office for the practice of his profes- 
sion at Parks Hardware Block, 805A Baker 
St., Cranbrook. 
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Ontario 

F. R. Palin, F.C.A., has been appointed 
general manager and treasurer of Union 
Gas Co. of Canada Ltd., and Ontario Na- 
tural Gas Storage and Pipelines Ltd. 

W. D. Gillman, C.A. has been appointed 
director of accounting of Ontario Hydro 
Commission. 

W. H. Flynn, C.A., treasurer of Canadian 
Industries Ltd., has been appointed the 
senior company officer in Ontario. 

G. A. Kelly, C.A. has been appointed as- 
sistant manager, field accounting, for Union 
Carbide Canada Ltd., Toronto. 

D. A. Dunlop, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession in Don Valley Bldg., Don Mills 
P.O., Toronto. 

L. W. Pastorius & Co., Chartered Ac- 
countants, announce the removal of their 
offices to Ste. 302, Toronto Dominion Bank 
Bldg., 586 Ouellette Ave., Windsor. 

G. H. Ward, C.A. and D. D. Harris, 
C.A., announce the formation of a partner- 
ship for the practice of their profession 
under the name of Ward & Harris, Chartered 
Accountants, with offices in Woodstock. 
Mr. Ward will also continue to maintain his 
office at 6 Hayden St., Toronto. 

Announcement is made of the formation 
of the firm of G. H. Ward & Partners, 
Chartered Accountants, with offices at: 
Gananoque, Hanover, Lindsay, Ridgetown, 
St. Catharines, Toronto and Woodstock. 
The partners are: W. J. Aldersley, C.A., 
W. H. Buttrey, C.A., W. A. Gregory, C.A., 
A. D. Hall, C.A., D. D. Harris, G.A., D. K. 
McNair, C.A., W. C. Partridge, C.A., 
J. R. Rathwell, C.A.. G. H. Ward, C.A., 
H. A. Watson, C.A. and C. R. Welch, C.A. 


Quebec 

Du Pont of Canada Ltd. announces the 
following appointments: T. S. Morse, C.A. 
is now responsible for the consolidated cor- 
porate accounting organization, including 
financial reporting, taxation and the account- 
ing function related to auxiliary depart- 
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ments; K. H. Scott, C.A. is now responsible 
for the accounting function related to in- 
dustrial departments, and G. E. Leach, C.A. 
has become department accountant — chem- 
icals and explosives. 

K. R. Hughes, C.A. has been appointed 
comptroller of St. Regis-Consolidated Pack- 
aging Ltd., Montreal. 

D. S. Katz, C.A. has been elected presi- 
dent of the Hillel Foundation at McGill 
University. 

D. J. Groberman, C.A. announces the 
opening of an office for the practice of his 
profession at Ste. 111, 5165 Sherbrooke 
St. W., Montreal 28. 

N. H. Cooper, C.A. has been appointed 
treasurer of Darling Brothers, Ltd., Mont- 
real. 

A. P. Smibert, C.A. has been appointed 
financial and commercial manager of Rolls- 
Royce of Canada Ltd., Montreal. 

Margolese, Margolese & Co., Chartered 
Accountants, announce the admission to 
partnership of P. M. Shapiro, C.A. The 
practice of the profession will continue un- 
der the firm name of Margolese, Margolese, 
Welikovitch, Hitzig & Co., Chartered Ac- 
countants, 2185 Crescent St., Montreal. 


Samuel Winter, C.A. announces the re- 
moval of his office to Ste. 206, 6484 Victoria 
Ave., Montreal. 


INSTITUTE 


B.C. INSTITUTE 


D. B. Fields of Clarkson, Gordon & Co., 
Vancouver, was elected president of the 
B.C. Institute for 1960-61 at the annual 
meeting held on June 17 in the Hotel 
Vancouver. J. S. MeVicar of McIntosh, 
MeVicar, Dinsley & Co., Vancouver, was 
elected vice-president, and E. L. Affleck 
was reappointed secretary-treasurer. 


Other members elected to the 13-mem- 
ber Council of the Institute for the 1960- 
61 year included: Arthur Beedle, E. A. 
Campbell, (Kelowna), N. M. Crute, J. B. 
Ewing, J. B. Ferguson, G. W. Goold, W. 
G. Holmes (Victoria), J. M. Moynes, D. 
C. O’Brien, J. S. Reeves and Bruce Sang- 
ster. 


NOT 


OBITUARIES 


We regret to announce the death of the 
following members: 


HERBERT ROBERT BROOKS — of St. 
John’s, Nfld. who died at his home on May 
29, 1960. He was a member of the Society 
of Incorporated Accountants and Auditors 
and joined the Nova Scotia Institute in 
1915. In 1949 when the Newfoundland 
Institute was formed, he was a charter mem- 
ber of that Institute. Mr. Brooks was man- 
ager of the first resident firm of chartered 
accountants to open an office in Newfound- 
land, and was active in many commercial 
enterprises until his retirement in 1956. He 
was treasurer of the Grenfell Association for 
many years, and took a large part in es- 
tablishing the Y.M.C.A. and Y.W.C.A. in 
Newfoundland. 


ARTHUR ARMSTRONG SHAW-a prac- 
tising member for 25 years, who died 
suddenly in his 67th year at his home in 
Vancouver on July 6, 1960. Mr. Shaw was 
admitted to the B.C. Institute in 1924. 
He was associated with the firm of Helli- 
well, Maclachlan & Co. until his retirement 
in 1958. He was also vice-president and 
director of Canadian Bakeries Ltd., director 
of B.A. Chemical Co. and of Edward 
Lipsett Ltd. 


Fellowships: The following members were 
elected fellows of the B.C. Institute: I. H. 
Bell, J. G. Halpin, R. G. McA. Rutherford, 
A. D. Stanley and Fremlin Stedman. 


ONTARIO INSTITUTE 
Executive and Council 1960-61: At a meet- 
ing of the Council held on June 20 imme- 
diately following the annual general meet- 
ing, the following were elected as the 
executive of the Institute for 1960-61: 
president, W. J. Ayers, F.C.A., Sime Ayers 


-& Co., Toronto; vice-president, T. C. Kin- 


near, F.C.A., Price Waterhouse & Co., To- 
ronto; secretary, W. G. Leonard, F.C.A., 
England Leonard Macpherson & Co., King- 
ston; treasurer, D. L. Gordon, F.C.A., 
Clarkson Gordon & Co., Toronto. . 
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George O. May receives a life membership 
at Ontario Conference in Kingston. 


The members of the Council are: J. 


F. Broadhead, F.C.A., Ampleford, Broad- 


head & Co., Toronto; L. C. Crawford, 
F.C.A., Crawford, Smith & Swallow, Niag- 
ara Falls; R. B. Dale-Harris, F.C.A., Mc- 
Donald, Currie & Co., Toronto; D. B. 
Davis, F.C.A., Davis, Dunn & Broughton, 
Kitchener; G. R. Ferguson, F.C.A., Thorne 
Mulholland Howson & McPherson, Tor- 
onto; C. F. Gaviller, F.C.A., Gaviller, 
McIntosh & Ward, Owen Sound; J. W. 
Glendinning, F.C.A., Glendinning, Camp- 
bell, Jarrett & Dever, Toronto; J. W. 
Grant, C.A., Dept. of National Revenue, 
Toronto; T. A. M. Hutchison, F.C.A., 
Peat, Marwick, Mitchell & Co., Toronto; 
C. L. King, F.C.A., Deloitte, Plen- 
der Haskins & Sells, Toronto; G. A. Mac- 
Dougall, F.C.A., Riddell Stead Graham & 
Hutchison, London; J. A. Orr, F.C.A., 
Ross Touche & Co., Toronto; R. E. Saun- 
ders, F.C.A., Toronto-Dominion Bank, Tor- 
onto; L. J. Smith, F.C.A., Gunn, Roberts 
& Co., Toronto; G. H. Spence, F.C.A., As- 
sistant Provincial Auditor, Toronto; F. W. 
Woods, C.A., Moore Corp. Ltd., Toronto. 


Annual Conference: 330 members attend- 
ed the conference held in Kingston on 
June 20-21. Accommodation was provided 


in Leonard Hall and Morris House, and 
the technical sessions were held in Dun- 
ning Hall, the new home of the School 
of Commerce and Administration. The 
consensus was that the program was well- 
balanced and the facilities at Queen’s were 
admirable in every respect. 

It is not anticipated that there will be a 
provincial conference in 1961 in view of 
the fact that the Ontario Institute will 
be the host to the annual conference of 
the Canadian Institute, to be held in Tor- 
onto in the fall. It is probable, however, 
that the provincial conferences will resume 
on an annual basis in 1962. 


Taxation Recommendations: W. C. Shakes- 
peare, F.C.A., chairman of the Taxation 
Committee, invites comments from mem- 
bers on tax inequities or suggested changes 
in the taxation statutes. Please send your 
comments to the secretary of the Taxation 
Committee, at the Insitute, as soon as pos- 
sible. 


QUEBEC INSTITUTE 

New Officers Elected: M. L. Watt was 
elected president of the Institute at its 80th 
annual meeting. Other officers are as fol- 
lows: W. V. Victor, first vice-president; 
Paul Bruneau, second vice-president; F. T. 
Denis, secretary; H. L. Bélanger, treasurer. 
J. E. Maheu is immediate past president. 


The following were elected to the Coun- 
cil of the Institute for two years: F. J. 
Bastien, C. H. Bray, R. G. Bremner, Marcel 
Guay, G. I. McHale and P. S. Wise. 
Council members with one year still to 
serve are F. S. Capon, Lionel Gascon, 
Charles McLaughlin, Jacques Raymond, 
G. M. Simpson and A. W. Bruce. 


Fourth Annual Conference: Several hundred 
members gathered in the palatial buildings 
of the University of Montreal on June 21 
and 22 for the fourth annual conference of 
the Quebec Institute. Features of the pro- 
gram were an address by A. A. Mac- 
naughton, Q.C., M.P., chairman of the 
Public Accounts Committee of the House of 
Commons, who spoke on “The Investiga- 
tion of Spending of Public Funds” (a con- 
densation of which will appear in the Sep- 
tember issue of The Canadian Chartered 
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Accountant), and the 80th annual meeting 
of the Institute. It is surmised that attend- 
ance by out-of-town members was re- 
stricted due to the provincial election being 
held on the second day of the conference. 


Technical sessions opened with a panel 
discussion in English on “Current Concepts 
of the Auditor’s Responsibility and the Re- 
lationship with his Client” with H. C. 
Hayes, C.A., McDonald, Currie & Co., as 
chairman. Panelists were G. P. Keeping, 
C.A., Clarkson, Gordon & Co.; G. Arnold 
Sharp, C.A., Sharp, Milne & Co.; Maxwell 
W. Mackenzie, C.A., president, Chemcel 
Ltd. and J. Eric Harrington, president, 
Anglin-Norcross Corp. Ltd. Simultaneous- 
ly, a French panel took place on “Internal 
Administration of the Office of a Chartered 
Accountant” with Lionel Gascon, C.A., 
Lavallée, Bédard, Lyonnais, Gascon et 
Associés, as chairman; and Jacques Ray- 
mond, C.A., Raymond, Chabot, Martin, Paré 
& Cie; C. A. Poissant, C.A., Middleton, 
Hope & Co; and Marcel Camirand, C.A., 
Clarkson, Gordon & Co., as panelists. 

A lively discussion in English took place 
on the subject “Federal Sales Tax — a 
Neglected Responsibility” under the chair- 
manship of H. O. Spindler, C.A., McDonald, 
Currie & Co. Panelists were M. J. Gorman, 
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C.A., director, Excise Tax Administration, 
Department of National Revenue, E. D. 
Lawrence, C.A., director of Excise Tax 
Audit, Department of National Revenue, 
F. V. Anderson, C.A., chief auditor, In- 
ternal Auditing and Sales Taxes, Northern 
Electric Co. Ltd., and R. W. Wilson, C.A., 
Ross, Touche & Co. ‘ 


Concurrent with this panel a _ second 
group discussed “A Sound Approach to 
E.D.P. Evaluation” under the leadership of 
Julian W. E. Evans, C.A., Riddell, Stead, 
Graham & Hutchison. A concurrent French 
panel under the chairmanship of Michel 
Motard, C.A., Boulet, Morin, Lachance, 
Motard & Robitaille; with Guy Gingras, 
C.A., DeCoster, Normandeau & Cie; and 
Ghislain Hawey, C.A., Chabot, Fortier & Cie 
as panelists dealt with the subject “Char- 
tered Accountants and Business Valuation”. 


Wednesday technical sessions included 
discussion groups in French on “The 
Banker’s Point of View” with a panel of 
representatives of La Banque Canadienne 
Nationale consisting of Messrs. Y. Carignan, 
R. St-Onge and L. Hebert, and “Profession- 
al Ethics and Income Tax” with Raymond 
G. Décary of Geoffrion & Prud’>homme 
as discussion leader. In English, C. N. 
Knowles, C.A., Knowles, Weir & Co., led a 


Newly elected officers of the Quebec Institute: H. L. Belanger, treasurer; F. T. Denis, 
secretary; M. L. Watt, president; W. V. Victor, first vice-president; Paul Bruneau, 
second vice-president. 
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panel consisting of C. V. Hutchinson, man- 
ager, Montreal Branch, The Bank of Nova 
Scotia; E. R. Clark, Quebec Supervisor, In- 
dustrial Development Bank; and L. E. 
Nichol, vice-president and director of op- 
erations, Industrial Acceptance Corporation 
Ltd. on “Short-Term Financing — Methods 
and Procedures”. 


Two other English panels, one with 
R. D. Thomas, C.A., executive secretary 
and director of research, C.I.C.A., as chair- 
man; and with Miss Gertrude Mulcahy, 
C.A., reasearch associate, C.I.C.A.; and 
Paul Bruneau, C.A., McDonald, Currie & 
Co., as panelists dealt with “Review of 
Recent Bulletins of the C.I.C.A. Research 
Committee”, and the other, under the chair- 
manship of J. M. Thompson, F.C.A., vice- 
president, finance, Howard-Smith Paper 
Mills Ltd., with E. L. Hamilton, C.A., 
vice-president, Canadian Industries Ltd., D. 
R. Gormley, C.A., executive vice-president, 
Canadian Cottons Ltd., and D. G. Scott, 
C.A. controller, Dominion Steel & Coal 


Corp. Ltd., as panelists, discussed “The Why 
and How of Budgetary Control”. 


Afternoon panels had as their subjects 
“Long-Range Educational Planning” with 
Peter S. Leggat, C.A., Deloitte, Plender, 
Haskins & Sells as chairman; and W. F. 
Martin, F.C.A., B.C. Electric Co. Ltd., Van- 
couver, B.C.; T. P. Brown, C.A., McDonald, 
Currie & Co; J. J. St-Pierre, C.A., director 
of evening courses, Ecole des Hautes Etudes 
Commerciales de Montréal; and C. D. 
Mellor, C.A., executive secretary of the Que- 
bec Institute, as panelists; and “Analysis 
of the Financial Aspects of Labour-Manage- 
ment Agreements” with C. C. Belden, man- 
ager of employee relations, Dominion Bridge 
Co. Ltd. as chairman; and W. Meacher, 
director, industrial relations, Canadair Ltd.; 
W. C. Budgeon, director, industrial relations, 
Crane Ltd. and subsidiaries; and W. C. 
Black, director of personnel, RCA Victor 
Co. Ltd. as panelists. 


In his review of the year’s activities at the 
80th annual meeting, J. Emile Maheu called 
attention of the members to several new de- 
partures in the year’s activities. He referred 
specifically to the institution of a series of 
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annual anniversary lectures, the first of 
which was held in November, 1959 and the 
second of which is scheduled for 1960. Also 
he described the new bilingual dictionary 
of “Accounting Terms” published by the 
Institute, based on “Accounting Termin- 
ology” of the Canadian Institute of Char- 
tered Accountants; and the second survey 
of remuneration in personnel practices in 
chartered accountants’ offices which was 
published in January. 

Mr. Maheu said that a sub-committee had 
been set up to study the possibility of the 
Institute establishing university scholar- 
ships for students following the course of 
studies leading to membership. 

In conclusion, Mr. Maheu said that in 
his opinion, while the profession has shown 
remarkable versatility and rapid growth, its 
greatest days still lie ahead. He said there 
are untold opportunities for accountants 
to be useful to the business con:munity. 

M. Laird Watt, in accepting the presi- 
dency, congratulated the outgoing officers 
and council members on the constructive 
contribution they had made to the welfare 
of the Institute and its members. 


CLUB DES COMPTABLES AGREES 
DES CANTONS DE L’EST 

L’assemblée annuelle du Club fut tenue 
a Yoccasion d’un diner mixte au Hovey 
Manor Hotel, North Hatley, jeudi le 2 juin 
1960 sous la présidence de M. Lucien La- 
verdure. Un cocktail offert par le Club 
aux membres précéda la réunion. 


Un nouveau comité exécutif fut élu. Mr. 
Donald F. Watson devient président et son 
comité comprend: Armand Hébert, vice- 
président, Jean Lanctét, secrétaire, Pierre 
Comtois, trésorier, L. A. Curtis; directeur, 
Gérard Larochelle, directeur, Jean Roy, di- 
recteur, Gérard Legendre, directeur, Mar- 
cel Laverdure, ex officio. 

Pour la deuxiéme année consécutive, 
un prix de $100 fut présenté par Mr. Wat- 
son 4 M. Charles-Emile Bélanger, doyen 
de la Faculté de Commerce de l’université 
de Sherbrooke, pour étre remis 4 |’étudiant 
de la faculté qui réussira le mieux a 
l’examen final de I’Institut en septembre. 





SWEETNESS AND LIGHT 


FLOWCHARTING THE SUPERMARKET 


Now that the supermarket has become 
food supplier to the millions, a new form 
of psychological warfare has opened up. 
Arrayed on the one side are the corps of 
experts in building design, consumer re- 
search and marketing who are ever plot- 
ting to smooth the way of the shopper and 
make his path through the store a joy 
of ease and efficiency. In splendid con- 
fusion on the other side stand the shop- 
ping public, long masters at the art of 
gumming up the works, who now see vistas 
of fresh opportunities for driving the ex- 
perts out of their minds. And no longer 
is it left to a task force of housewives to 
do the job — very often today, the hus- 
bands and children join the expedition. 

From the moment the shopping family 
enters the door, the battle begins. The 
planners, after much time and motion 
study, have placed functional shopping 
carts in neat stacks ready for the taking. 
But they failed to reckon with the invasion 
of the Terrible Two-year-old who threat- 
ens to throw a tantrum on the spot unless 
Daddy finds him a cart with a picture of 
a Spaceman. In the search Daddy sends 
half a dozen carts flying in all directions. 
Meanwhile other little invaders and their 
parents mill in behind causing a_ small 
traffic jam. 

Then begins the family’s foraging cam- 
paign up and down the aisles, a far cry 
from the orderly parade of which the ex- 
perts dream. Despite the fact that the 
width of the aisles was doubled on the 
advice of layout designers, the journey is 
perilous. Here a half-filled cart has been 
double-parked while its user goes back 
to pick up some forgotten olives; there an 
impassable barricade has been thrown up 
by two ladies who have met mid-aisle to 


gossip. Then somebody trips over a car- 
ton of cans left on the floor by the part- 
time stock boy. 

Determined to make the push-cart opera- 
tion flow more smoothly, some merchandis- 
ing psychologists cleverly observed that hu- 
mans are attracted by bright colours and 
if the gay packages were placed at eye 
level, presumably the process of selection 
would become a pleasure and people would 
move along faster, reaching as they go. 
But it was a cinch for the public to de- 
feat that strategy. All they had to do was 
dilate their pupils at this surfeit of colour 
and they came to a complete standstill, 
falling into a mild hypnotic trance. Now 
the aisles are full of people who quietly 
lean on their carts for support and stare 
at the shelves, quite unable to discern 
what they are looking at, let alone what 
they are looking for. 

After encountering a few such obstacles 
in his path, the husband of a family shop- 
ping party often decides to get some 
of the items on his own. The experts will 
not say whether this helps or hinders the 
cause of efficiency. Some may agree with 
the American housewife who claims that 
husbands are the source of all their troubles 
and should be banned from entering super- 
markets. “They don’t know where any- 
thing is, and they only get in the way,” 
she said. But the husband is the super- 
market’s best triend, for when he goes for 
the detergent, he will likely meander by 
the rotisserie or the imported cheeses. Af- 
ter all, he will tell his wife as he drops an 
expensive delicacy into the cart, the budget 


- can stand it because they will likely get 


a free dinner if they go to her mother’s 
next Sunday. 

Meanwhile the youngsters have also been 
busy creating havoc. The one in the cart 
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grabbed a tempting package a couple of 
aisles back, and before his mother noticed, 
managed to suck a hole in it and pour 
powdered fruit drink all over the lettuce 
and butter. All he got for this was one 
good slap, but his yells completely un- 
nerved the other customers, especially those 
who were still gazing at the shelves and 
who thought the kid must have been hit 
by an inter-continental ballistic missile. 


The older youngsters have found the 
“why” attack very effective. Why are 
they going to have carrots instead of peas? 
Why can’t they have an ice cream cone 
before lunch? Why doesn’t that man have 
any hair? The real “why”, that man was 
saying to himself, was why didn’t their 


parents leave them at home. 
Wala Tee mals 


thes hargeeeee The week’s food finally assembled, the 
peg Per eee whole family then join the melee at the 
and bookkeeping costs and avoid credit check-out area where confusion reigns su- 
ets preme. Empty carts clutter the channels 
Oe eed to the cashiers. Items taken from the 
oD shelves by earlier shoppers and later dis- 
iia carded sit around the unloading spaces. 
While each of the regular cashiers has a 
line of about 6 people, the so-called “ex- 
press” desk (for 8 items or less) has 17, 
so that the only thing “express” is the 
language of those in a hurry. The con- 
veyor belts and electronically operated 
doors are the final tokens of efficiency, no 
doubt installed to speed the customer on 

his way. 


It is probable that in the future the 
merchandising experts will do further re- 
search and come up with new suggestions 
for overcoming the “human element” pain- 
lessly. But as long as the human element 
continues to shell out at the cash desk 

| every week, both the experts and the op- 
LOWEST RATES — FOR FULL DETAILS erating management will stand by the old 
saying “The customer is always right”, and 
will keep repeating it all the way to the 
psychiatric ward. 


PHONE OR WRITE 


JEAN VALE 


AETNA F 


A. Rah a Ree Baa er 


ACTORS Most naive statement of the year (from 

si ee ee a Washington official): “The federal gov- 

EE isl «al ernment is like a family; it can’t spend more 
than it takes in.” 
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CLASSIFIED ADVERTISEMENTS 


All replies to box numbers should be sent to 
The Canadian Chartered Accountant, 69 
Bloor Street East, Toronto 5, Ontario 


Rates: Position Wanted $7.00 per column 
inch; Position Offered $10.00 per column 
inch; Open Rate $17 per column inch. 


Closing date is 11th of preceding month. 


CHARTERED ACCOUNTANT, 29, after 4 
years with Taxation Division, desires to ob- 
tain a public practice by purchase or as 
partner, anywhere in Ontario. Box 249. 


SMALL PRACTICE wanted in Toronto or 
vicinity. Robert G. Appleton, 139 Bond 
Avenue, Don Mills. HI 4-4454. 


TORONTO MERGER. Any Ontario firms 
interested in an amalgamation please write 
Box 248 for further particulars. 


FIRM OF chartered accountants of 20 
years’ standing with offices in Sydney, Aus- 
tralia, would like to hear from firms who 
would like representation in Australia. 
Principal will be coming to America in the 
near future. Reply to Accountancy, Box 
2297 G.P.O. Sydney, N.S.W. Australia. 


MEDIUM-SIZED firm of chartered account- 
ants located in Toronto, wishes to explore 
possibilities of expansion, either by amalga- 
mation, purchase or succession. Would in- 
terested parties please write to Box 229. 


ACCOUNTING & auditing practice for sale 
in Hamilton district. Reply Box No. 254. 


WANTED: By October or November small 
practice in South Eastern Ontario. Pur- 
chase or succession arrangement. Box 252. 


PARTNERSHIP inquiries solicited by 
Montreal C.A. with nice practice (partly 
Jewish) employing two students. Box 250. 


CHARTERED ACCOUNTANT or senior 
audit clerk required for position in pro- 
fessional office in Jamaica. Apply to John 
Whyte, c/o Wood, Costa & Harty, P.O. Box 
29, Kingston, Jamaica, W.I. 


FOR SALE: 2 Stenocord dictating machines 


six months old; $200 less than original cost. 
Ideal for small professional office. Call Mr. 
Bolton, WA 4-2561, Toronto, or write Box 
245. 


CHARTERED ACCOUNTANT — Toronto, 
Jewish — with nucleus of growing practice, 
desires position leading to partnership with 
small or medium-sized firm in Toronto. 
Box 246. 


CHARTERED ACCOUNTANT — Toronto- 
Jewish, young and aggressive, desires per 
diem work to supplement growing practice. 
Would also consider position leading to 
partnership. Box 247. 


PER DIEM work desired by 
chartered accountant. Box 237. 


LATIN AMERICA — International public 
accounting firm has career openings for 
experienced accountants. Offices are located 
in large modern cities in Venezuela, 
Panama, Colombia and other Latin Amer- 
ican countries. Candidates may be single or 
married. Opportunity for advancement to- 
gether with attractive compensation. Con- 
tracts are generally for two or three years 
and are renewable by mutual agreement. 
Please submit in confidence a complete 
summary of your qualifications and experi- 
ence, including salary requirements, to 
Box 253. 


CHARTERED ACCOUNTANT wanted by 
Edmonton office of national firm. This 
opening offers prospects of a future partner- 
ship. Please submit complete summary of 
qualifications, experience and personal de- 
tails to Box 251. 


CHARTERED ACCOUNTANT, age _ 35, 
presently in public accounting at junior 
partner level. Experience in taxation and 
industry. Desires situation offering chal- 
lenge in industry or public accounting. 
Willing to locate in Canada or abroad. 
References. Box 257. 


STUDENTS REQUIRED for a varied prac- 


Montreal 


- tice in an attractive Northern Ontario town. 


An opening is also available for a student 
who wishes to enrol in the course. Reply 
to Box 239. 
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BARRISTERS AND SOLICITORS 





MACLEOD, McDERMID, DIXON, BURNS, 
LOVE & LEITCH 


Barristers and Solicitors 
6th Floor, Hollinsworth Building - - - Calgary, Alta. 
PITBLADO, HOSKIN & COMPANY 
Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEEN 


Barristers and Solicitors 


Roy Building - - - - - + - - Halifax, NS. 





ROSS & ROBINSON 


Barristers and Solicitors 








Canadian Bank of Commeree Chambers - Hamilton, Ont. 


GOWLING, MacTAVISH, OSBORNE & HENDERSON 





Barristers and Solicitors 





88 Metcalfe Street - - - - - - + Oftawa 4, Ont. 





BLAKE, CASSELS & GRAYDON 
Barristers and Solicitors 


The Canadian Bank of Commerce Building - - Toronto 1, Ont. 
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BORDEN, ELLIOT, KELLEY & PALMER 
Barristers and Solicitors 


The Bank of Canada Building, 250 University Avenue - Toronto 1, Oné. 


WRIGHT & McTAGGART 


Barristers and Solicitors 


67 Yonge Street - - - - - + + = Toronto 1, Ont. 


HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Advocates, Barristers and Solicitors 


Royal Bank Building - - - - - - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street - - - - - -  - Montreal 1, Que. 


STIKEMAN & ELLIOTT 
Barristers and Solicitors 


505 Bank of Canada Building - - - Montreal 1, Que. 


PRATTE, TREMBLAY & DECHENE 
Barristers and Solicitors 


100 Place dYouville, Suite 200 - - - Quebec, P.Q. 


MacPHERSON, LESLIE & TYERMAN 
Barristers and Solicitors 


2286 Albert Street - - - - - - = Regina, Sask. 








LIFE INSURANCE 





MERTON DURANT — ROSS DURANT, C.L. U. 
We offer service based on many years of successful experience. 
Pension Plans, Estates Analysis, Employee Benefit Plans 


THE CANADA LIFE ASSURANCE COMPANY, 830 UNIVERSITY AVE., TORONTO 


JAMES B. RUSSEL, B.A., B.Com., C.LU. 
Estate Planning 


SUN LIFE OF CANADA, 60 VICTORIA ST., TORONTO 


J. MILTON BROWN — J. ROGER FLUMERFELT 
Chartered Life Underwriters 
GROUP BENEFITS BUSINESS INSURANCE ESTATE PLANNING 


LONDON LIFE INSURANCE COMPANY 
200 St. James Sr. WEsT MOonrTREAL, QuE. 


SAMUEL LITWIN, C.L.U. 
Estate and Business Insurance Analyst 
SUN LIFE OF CANADA 
Sun Lire Bumwpinc MOontTREAL, Que. 


ELDER, DONALDSON & CROFTS 


CREATIVE ESTATE ANALYSIS BUSINESS LIFE INSURANCE EMPLOYEE BENEFITS 
BUSINESS VALUATIONS — GEO. OVENS, C.P.A. 


Licensed with The London Life Insurance Company 


Chartered Life Underwriters 55 Yonce Street, TORONTO, ONT. 





POLICY ON ORDERS FOR C.I.C.A. PUBLICATIONS 


In view of the growing heavy demand for Institute publications, all 
orders for less than $5.00 should be accompanied by remittance (cheque, cash 


or money order). This has been found necessary in order to reduce the amount 


of work and cost involved in the handling of small orders. 
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for capital 


expansion 





Many industrial enterprises with good 
prospects but in need of finances will be 
started or expanded this year in a way that 
provides a sound basis for development 
through the financial assistance of the In- 


dustrial Development Bank. 


Information about 1.D.B. financing in the fields of: 


e Manufacturing ¢ Repairing ¢ Processing 
e Transportation ® Construction ¢ Air Services 


© Packaging ¢ Engineering ete. 


can be obtained from your banker, auditor or 
lawyer or from the nearest office of the Industrial 


Development Bank listed below: 


ds INDUSTRIAL 
DEVELOPMENT BANK 


Established in 1944 by the Government of Canada to help in fi- 
nancing new or expanding small and medium sized enterprises. 


VANCOUVER 1030 WEST GEORGIA ST 
CALGARY . .... 513 EIGHTH AVE. WEST 
REGINA Perm erre verre) 70 OF te 

WINNIPEG . . ae gree } é 195 PORTAGE AVE. EAST 
SUDBURY ; ay Pe eae 
TORONTO TA i 250 UNIVERSITY AVE 
LONDON 3 A 291 DUNDAS ST 
OTTAWA 350 KING EDWARD AVE. 
MONTREAL 901 VICTORIA SQUARE 
QUEBEC... 955 CHEMIN ST. LOUIS 


SAINT JOHN 35 CHARLOTTE ST. 
lar alavAd 65 SPRING GARDEN ROAD 





times 
more than . 
before’ ~ 


so what? These days tough-minded 
executives are asking blunt questions 
about machine features and usable 
results! What, for instance, can this new 
16,000 position memory of the solid-state 
IBM 1401 mean to you? 


IT MEANS the 1401 can take on 
bigger, more complicated jobs .. . 
handle them faster, in fewer passes. 
More real working capacity than many 
systems with much larger memories. 


WHAT IT MEANS IN USABLE 
RESULTS. For the Manufacturing, 
Government, or Distribution industry 
... the high speed core capabilities, more 
data in memory and high density tapes 
mean more extensive distributions. For 


With the addition of the single module (above the asterisk) 
the 1401's capacity can now be ertended beyond 4,000 characters, 
by increments of 4,000 toa marimum of 16,000 characters. 


Bankers, the 1401 will handle the com- 
plete demand accounting job. For Insur- 
ance—rating and coding .. . and consoli- 
dated functions. For Utilities—you can 
put your complete rate structure in 
memory and have extra capacity for the 
complete billing job on the high speed, 
600-lines-per-minute printer . . . plus 
skip-space economy. 

IT MEANS BALANCED DATA 
PROCESSING... or total systems 
performance. IBM’s dynamic program of 
Balanced Data Processing has one aim 
... to see to it that you get more data 
processing per dollar. Your local IBM 
representative will be pleased to give 
you the full details . . plus purchase or 
lease arrangements. 


balanced data processing 


“ IBM 


INTERNATIONAL BUSINESS MACHINES COMPANY LIMITED, DON MILLS, ONT. 








